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TUESDAY,  AUGUST  9,  1994 

U.S.  Senate, 
Committee  on  the  Judiciary, 
Subcommittee  on  Patents,  Copyrights,  and  Trademarks, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:08  a.m.  in  room 
226,  Dirksen  Senate  Office  Building,  Hon.  Dennis  DeConcini  (chair- 
man of  the  subcommittee),  presiding. 

Also  present:  Senator  Grassley. 

OPENING  STATEMENT  OF  HON.  DENNIS  DECONCINI,  A  U.S. 
SENATOR  FROM  THE  STATE  OF  ARIZONA 

Senator  DeConcini.  The  Judiciary  Subcommittee  on  Patents, 
Copyrights  and  Trademarks  will  come  to  order.  Senator  Hatch,  the 
ranking  member,  is  in  other  hearings  this  morning  and  I  don't  be- 
lieve he  will  be  here,  although  he  has  sent  word  that  he  intends 
to  try  to  get  here,  and  he  suggests  that  we  proceed. 

I  would  very  much  like  to  thank  the  witnesses  for  being  here 
today.  On  today's  agenda  are  two  bills,  S.  2272,  the  Patent  Prior 
User  Rights  Act  of  1994,  and  S.  2341,  the  Patent  Reexamination 
Reform  Act.  I  believe  both  of  these  bills  will  make  positive  changes 
in  the  U.S.  patent  laws. 

The  Prior  User  Rights  Act  is  the  product  of  many  hours  of  hard 
work  and  represents  a  significant  compromise.  This  bill  seeks  to 
remedy  the  inequitable  situation  where  a  patent  holder  can  prevent 
a  prior  inventor  from  using  a  process  critical  to  his  or  her  business. 

Under  this  bill,  a  prior  user  would  be  allowed  to  continue  to  com- 
mercially use  the  process  even  though  it  is  the  subject  of  a  patent 
filed  later  by  another. 

The  needs  of  patent  owners  and  their  right  to  profit  from  their 
efforts  have  been  considered  and  accommodated  in  this  bill.  Accord- 
ingly, strict  requirements  must  be  met.  First,  the  prior  user  must, 
in  good  faith,  have  commercially  used  the  process  in  the  United 
States  or  made  effective  and  serious  preparation  to  do  so.  Secondly, 
such  use  must  have  occurred  before  the  earliest  effective  filing  date 
of  the  patent  application.  Third,  no  prior  user  right  may  be  based 
on  information  obtained,  directly  or  indirectly,  from  the  patentee  or 
the  patentee's  agent.  And  fourth,  the  use  of  the  process  must  not 
have  been  abandoned. 


(1) 


In  addition,  the  scope  of  the  prior  user  right  is  significantly  Um- 
ited.  Only  that  subject  matter  claimed  in  the  patent  that  has  been 
commercially  used  or  for  which  there  has  been  effective  and  serious 
preparation  for  its  use  in  the  United  States  before  the  critical  date 
is  protected.  Prior  user  rights  are  not  a  general  license  and  can 
only  be  transferred  as  part  of  a  sale  or  transfer  of  the  entire  busi- 
ness. 

This  bill  is  based  on  principles  widely  recognized  throughout  the 
world  community.  It  provides  U.S.  inventors  with  a  right  already 
provided  for  in  the  United  Kingdom,  Germany,  and  the  vast  major- 
ity of  industrial  Nations.  These  countries  have  long  recognized  the 
need  for  prior  user  rights,  and  we  would  be  wise  now  to  do  the 
same. 

Today  we  are  also  here  to  discuss  the  Patent  Reexamination  Re- 
form Act  of  1994.  This  bill  is  strongly  supported  by  the  Administra- 
tion, I  am  advised.  The  goal  of  the  bill  is  to  improve  the  patent  re- 
examination process  by  broadening  the  basis  for  and  scope  of  reex- 
amination proceedings  at  the  Patent  and  Trademark  Office,  known 
as  the  PTO.  It  also  will  significantly  increase  participation  in  reex- 
amination procedures  and  appeals  and  will  preclude  reexamination 
in  specified  circumstances. 

These  changes  will  provide  patent  owners  and  third  parties  alike 
with  a  cost-effective  alternative  to  patent  litigation  in  Federal 
courts  to  resolve  many  questions  of  patent  validity. 

A  consensus  has  developed  within  the  patent  community  and 
representative  patent  organizations  that  there  is,  in  fact,  a  problem 
with  the  reexamination  process  and  that  reform  is  needed.  This  bill 
addresses  many  of  the  concerns  surrounding  the  issue  without  up- 
setting the  balance  needed  to  ensure  confidence  in  the  patent  sys- 
tem. 

I  support  the  changes  made  by  both  bills  before  us  today  and  feel 
confident  they  will  provide  clear  benefits  for  patent  owners  and 
third  parties  alike,  and  will  improve  the  operation  of  the  U.S.  pat- 
ent system. 

Our  first  witness  today  will  be  the  Commissioner  of  Patents  and 
Trademarks,  Mr.  Bruce  Lehman. 

Mr.  Lehman,  we  are  very  pleased  to  have  you  here  today.  If  you 
would  like,  you  may  introduce  your  counsel  and  proceed  with  sum- 
marizing your  statement. 

STATEMENT  OF  BRUCE  LEHMAN,  COMMISSIONER,  PATENT 
AND  TRADEMARK  OFFICE,  WASHINGTON,  DC;  ACCOMPANIED 
BY  CHARLES  VAN  HORN,  DEPUTY  ASSISTANT  COMMIS- 
SIONER OF  PATENTS  FOR  POLICY  AND  PLANNING 

Mr.  Lehman.  Thank  you  very  much,  Mr.  Chairman.  If  it  pleases 
the  chair,  I  will  be  happy  to  have  my  statement  put  in  the  record 
and  I  will  summarize  it  for  you. 

I  would  like,  first  of  all,  to  thank  you  for  holding  these  hearings 
today  on  these  two  important  reforms  in  the  patent  system.  I  think 
your  decision  to  do  so  at  a  time  when  you  are  extremely  busy  with 
other  matters  is  typical  of  your  leadership  that  you  have  offered  to 
the  patent  and  trademark  system  in  the  United  States.  We  deeply 
appreciate  that  and  will  sorely  miss  your  loss  of  leadership  when 
you  leave  the  Senate  this  year. 


I  would  like  to  introduce  Charles  Van  Horn,  who  is  Deputy  As- 
sistant Commissioner  of  Patents  for  Policy  and  Planning.  Mr.  Van 
Horn  is  typical  of  the  outstanding  career  people  that  we  have  at 
the  Patent  and  Trademark  Office  whom  I  have  come  to  know  very 
well  in  the  last  year,  and  we  are  very  lucky  to  have  those  people 
here  to  help  us. 

The  first  bill  before  you  today,  Mr.  Chairman,  S.  2272,  estab- 
lishes a  "prior  use"  defense— it's  called  "prior  user  right"  in  the  bill, 
but  I  really  think  a  better  way  to  look  at  it  is  a  prior  use  defense — 
to  an  action  for  patent  infringement.  Under  this  bill,  an  inventor 
who  does  not  obtain  patent  protection  would  not  be  liable  for  use 
of  an  invention  if  it  is  subsequently  patented  by  another. 

The  legislation  strikes  a  careful  balance  between  the  rights  of  an 
individual  or  a  company  who  has  relied  on  trade  secrecy  to  protect 
an  invention,  and  a  subsequent  independent  inventor  who  has 
turned  to  the  patent  system  for  that  protection.  It  achieves  this 
balance  through  important  restrictions  on  the  availability  and 
character  of  the  prior  use  defense. 

First,  the  prior  user  must  establish  that  the  invention  was  either 
in  commercial  use,  or  that  he  or  she  had  made  effective  and  serious 
preparation  for  use,  within  the  United  States.  Mere  experimen- 
tation will  not  give  rise  to  a  prior  use  defense. 

The  prior  use  defense  cannot  be  asserted  if  the  invention  was  de- 
rived from  the  patentee,  or  the  prior  user  abandoned  the  invention 
and  ceased  using  it  before  the  later  inventor  filed  for  patent  protec- 
tion. This  ensures  that  the  defense  will  only  be  available  to  those 
who  independently  acquire  the  invention  and  take  active  and  ongo- 
ing steps  to  use  it. 

The  defense  is  personal  in  nature.  I  think  this  is  very  important 
to  understand.  It  cannot  be  licensed  to  others,  nor  can  it  be  trans- 
ferred— except,  of  course,  where  the  entire  business  which  uses  the 
invention  is  sold. 

The  prior  use  defense  is  limited  in  scope  to  cover  only  that  sub- 
ject matter  claimed  in  the  patent  that  was  commercialized,  or  for 
which  substantial  preparations  were  made  for  its  commercializa- 
tion. The  prior  user  can  expand  the  scale  of  this  use  of  the  patent 
invention,  but  cannot  later  begin  a  use  that  would  infringe  on  other 
claims  of  the  patent. 

These  restrictions  on  the  availability  and  use  of  the  prior  use  de- 
fense will  ensure  that  it  does  not  undermine  the  legitimate  rights 
of  the  patent  owner,  yet  they  will  provide  much-needed  certainty 
to  businesses  faced  with  the  often  difficult  decision  as  to  how  best 
to  protect  an  invention. 

That  is  our  comment  on  S.  2272. 

The  second  bill  that  you  have  introduced,  Mr.  Chairman,  at  the 
request  of  the  Administration,  and  we  greatly  appreciate  that,  is  S. 
2341.  This  bill  will  provide  inventors  and  patent  owners  with  a 
more  effective  reexamination  procedure  to  reassess  certain  ques- 
tions of  patentability. 

Earlier  this  year  we  held  a  series  of  public  hearings  on  how  the 
patent  system  is  serving  the  computer  software  industry.  We  heard 
from  over  100  people,  and  we  received  about  300  written  submis- 
sions. Those  people  testified  and  expressed  their  concern  over  the 
validity  of  patents  over  prior  art  and  over  the  ability  of  third  par- 


ties  to  challenge  such  patents.  There  was  nearly  unanimous  belief 
in  that  testimony  and  in  those  submissions  that  our  current  reex- 
amination procedures  do  not  provide  enough  third  party  participa- 
tion to  encourage  members  of  the  public  to  bring  forward  all  prior 
relevant  art;  and,  of  course,  the  prior  art  is  absolutely  critical  to 
issuing  a  valid  patent. 

Under  current  law,  third  parties  can  participate  only  nominally 
in  reexamination  proceedings  and  cannot  appeal  results  that  are 
adverse  to  their  interests.  Furthermore,  reexaminations  may  only 
be  initiated  to  review  substantial  new  questions  of  patentability 
over  patents  or  printed  publications.  These  restrictions  have  made 
patent  reexamination  an  orderly,  expedited  procedure;  however,  by 
the  same  token,  I  think  that  perhaps  they  have  been  a  little  too 
restrictive,  and  that  is  one  of  the  reasons  why  our  reexamination 
system  has  not  lived  up  to  its  potential  that  it  was  intended  to 
have  in  1980  when  it  was  enacted. 

Simply  put,  our  current  reexamination  procedure  is  not  consid- 
ered by  third  parties  to  be  a  totally  effective  procedure  for  review- 
ing the  scope  and  validity  of  patents,  so  they  end  up  in  court, 
spending  millions  of  dollars  if  they  have  to,  on  litigation. 

The  legislation  addresses  the  basis  of  this  lack  of  confidence  in 
the  patent  reexamination  process  and  it  provides  third  parties, 
now,  with  an  opportunity  to  participate  meaningfully  throughout 
the  reexamination  proceedings,  but  we  believe  that  it  will  do  so 
without  converting  the  reexamination  into  a  full-scale  inter  partes 
procedure,  which  we  think  is  appropriately  left  to  litigation. 

Third  party  requestors  will  be  able  to  appeal  final  determina- 
tions by  the  Patent  and  Trademark  Office  in  reexamination  pro- 
ceedings; they  can't  do  that  now,  but  they  will  have  to  pay  the  price 
of  preclusion  against  subsequent  litigation  of  matters  addressed,  or 
that  could  have  been  addressed,  during  the  reexamination  in  sub- 
sequent judicial  or  administrative  proceedings. 

Finally,  this  bill  will  expand  the  grounds  upon  which  one  may 
challenge  patentability  in  a  reexamination  proceeding  to  include 
compliance  with  all  aspects  of  13  U.S.C.  112,  except  for  the  best 
mode  requirement.  This,  we  beHeve,  is  an  appropriate  expansion  of 
the  grounds  for  initiating  a  reexamination,  as  it  would  make  avail- 
able all  the  special,  technical,  and  legal  expertise  of  our  examining 
corps  with  regard  to  the  key  statutory  elements  of  patentability  in 
which  they  are  very  expert,  issues  which  they  normally  consider 
when  they  are  doing  the  initial  examination  itself. 

The  changes  proposed  by  this  bill  will  give  patent  owners  and 
third  parties  alike  a  speedy  and  inexpensive  and  reliable  process 
to  resolve  important  questions  related  to  patent  validity.  By  mak- 
ing these  changes  we  will  enhance  the  public's  perception  of  quality 
in  patents,  and  that's  really  the  primary  emphasis  of  the  Clinton 
Administration's  administration  of  the  patent  system.  We  want  to 
improve  the  quality  of  patents  that  are  issued  and  enhance  public 
confidence  in  the  quality  of  the  patent  system  so  that  we  issue  and 
keep  enforced  patents  that  you  can  take  to  the  bank  and  not  to  the 
courthouse. 

The  two  bills  together  will  make  our  patent  system  more  respon- 
sive to  parties  having  concerns  over  liability  for  patent  infringe- 


ment  without  altering  in  any  way  the  inherent  nature  of  the  patent 
right. 

So  I  am  pleased  to  be  here  to  offer  the  support  of  the  Administra- 
tion for  these  two  bills  this  morning,  Mr.  Chairman.  I  want  to 
thank  you  for  your  leadership  in  this  area,  and  I  also  want  to 
thank  Senator  Hatch,  the  ranking  minority  member,  for  his  leader- 
ship in  this  area  and  for  the  bipartisan  spirit  of  cooperation  in 
which  we  have  always  carried  forward  these  intellectual  property 
matters. 

[The  prepared  statement  of  Bruce  Lehman  follows:] 

Prepared  Statement  of  Bruce  A.  Lehman 

Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  pleased  to  appear 
today  to  testify  on  two  bills  that  will  improve  the  operation  of  our  patent  system. 
The  first  bill,  S.  2272,  establishes  a  prior  user  right.  This  right  will  provide  inven- 
tors, who  decide  not  to  seek  patent  protection,  with  a  limited  degree  of  protection 
against  liability  for  patent  infringement  if  the  invention  in  question  is  subsequently 
patented  by  another.  The  second  bill,  S.  2341,  will  provide  inventors  and  patent 
owners  with  a  more  effective  reexamination  procedure  to  reassess  patentability.  The 
two  bills  together  will  make  our  patent  system  more  responsive  to  parties  having 
concerns  over  liability  for  patent  infringement  without  altering  the  inherent  nature 
of  the  patent  right.  I  am  pleased  to  offer  the  support  of  the  AcUninistration  for  both 
bills. 

The  first  bill,  S.  2272,  would  create  a  "prior  use"  defense — a  so-called  "prior  user 
right" — to  an  action  for  patent  infringement.  The  defense  would  be  available  to  in- 
ventors who  develop  and  make  commercial  use  of,  but  do  not  patent,  an  invention 
that  is  independently  developed  and  subsequently  patented  by  another.  As  proposed, 
the  prior  use  defense  would  be  limited  in  several  important  respects. 

First,  the  defense  would  be  available  only  to  those  parties  that  had  either  made 
actual  commercial  use  of  a  particular  invention,  or  had  made  "effective  and  serious" 
preparation  for  use  of  the  subsequently  patented  invention.  A  prior  use  defense 
could  not  be  based,  for  example,  on  activities  amounting  only  to  preliminary  re- 
search or  investigation. 

Second,  a  party  charged  with  infringement  of  a  patent  would  bear  the  burden  of 
proof  in  establishing  the  prior  use  defense.  This  provision  appropriately  places  the 
burden  of  proof  on  the  party  in  the  best  position  to  establish  the  conditions  nec- 
essary to  assert  the  defense. 

Third,  the  bill  imposes  includes  safeguards  to  prevent  the  prior  use  defense  from 
being  asserted  in  inappropriate  ways.  For  example,  under  proposed  §  73(e)(2)(A),  one 
would  not  be  able  to  assert  a  prior  use  defense  if  the  activity  upon  which  the  de- 
fense is  asserted  was  based  on  information  derived  from  the  patent  owner  or  parties 
in  privity  with  the  patent  owner.  Similarly,  under  proposed  §  273(e)(2)(B),  one  could 
not  assert  a  prior  user  right  if  the  activity  in  question  had  been  abandoned  on  or 
after  the  earliest  effective  filing  date  of  the  patent  subsequently  obtained  by  the 
later  inventor. 

Fourth,  the  bill  would  effectively  but  fairly  limit  the  permissible  scope  of  use  of 
the  patented  invention  by  the  prior  user.  Under  §  273(c),  rights  provided  to  a  prior 
user  only  extend  to  those  aspects  of  the  patented  invention  that  the  prior  user  \yas 
in  possession  of  prior  to  the  earliest  effective  filing  date  of  the  application  leading 
to  the  patent.  The  bill  also  takes  into  account  commercial  realities  by  permitting  the 
prior  user  to  "make  and  use  variations  and  improvements"  of  the  patented  inven- 
tion. This,  for  example,  would  permit  a  prior  user  to  increase  in  a  reasonable  man- 
ner his  volume  of  use  of  the  patented  invention.  However,  these  variations  in  use 
of  the  protected  invention  cannot  rise  to  the  level  of  infringing  additional  claims  of 
the  patent.  And  §  273(e)(3)  reiterates  that  the  prior  user  right  is  not  a  general  li- 
cense under  the  patent. 

Finally,  the  bill  specifies  that  the  right  is  personal  to  the  prior  user  and  cannot 
be  assigned,  licensed  or  transferred  independent  of  transfer  or  sale  of  the  entire 
business  or  enterprise  that  had  engaged  in  the  activity  giving  rise  to  the  prior  user 
right.  This  provision  will  preclude  prior  users  from  converting  the  defensive  char- 
acter of  the  right  into  a  freestanding  transferable  license  to  practice  the  patented 
invention. 


We  believe  these  restrictions  on  the  availability  and  character  of  the  prior  use  de- 
fense strike  the  proper  balance  between  the  rights  of  a  patent  owner  and  the  rights 
of  an  earlier  innovator  who  has  elected  to  use  trade  secrecy  to  protect  an  invention. 

As  you  know,  many  inventions  consist  of  relatively  simple,  incremental  improve- 
ments of  existing  products  or  processes.  For  example,  a  company  may  develop  minor 
improvements  to  a  manufactxiring  process  that  increases  its  overall  efficiency.  De- 
spite their  Umited  stature,  these  inventions  often  give  a  company  an  identifiable 
commercial  advantage  over  its  competitors.  Yet,  in  many  cases  it  is  unclear  whether 
these  incremental  advances  will  meet  the  statutory  requirements  of  patentability, 
or  whether  the  "costs"  of  seeking  patent  protection,  including  public  disclosure  of  the 
invention,  will  be  offset  by  the  benefits  of  a  finite  period  of  patent  protection.  Under 
these  circumstances,  it  is  entirely  appropriate,  as  well  as  commercially  sound,  for 
an  inventor  to  use  trade  secrecy  to  protect  the  invention.  As  the  Supreme  Court 
stated  in  Kewanee  Oil  Co.  v.  Bicron  Corp,  416  U.S.  470,  94  S.Ct.  1879,  40  L.Ed.  2d 
315,  181U.S.P.Q.  673(1974), 

[tirade  secret  law  and  patent  law  have  co-existed  in  this  country  for  oyer 
one  hundred  years.  Each  has  its  particvilar  role  to  play,  and  the  operation 
of  one  does  not  take  away  from  the  need  for  the  other.  Trade  secret  law 
encourages  the  development  and  exploitation  of  those  items  of  lesser  or  dif- 
ferent invention  than  might  be  accorded  protection  imder  the  patent  laws, 
but  which  items  still  have  an  important  part  to  play  in  the  technological 
and  scientific  advancement  of  the  Nation.  Trade  secret  law  promotes  the 
sharing  of  knowledge,  and  the  efficient  operation  of  industry;  it  permits  the 
individual  inventor  to  reap  the  rewards  of  his  labor  by  contracting  with  a 
company  large  enough  to  develop  and  exploit  it. 

S.  2272  would  help  preserve  this  desirable  balance  between  patent  and  trade  se- 
cret protection  in  the  United  States.  It  would  do  so  by  providing  a  very  limited  right 
to  a  prior  user  to  continue  to  use  an  invention  that  he  had  either  elected  to  protect 
through  trade  secrecy  or  not  to  protect  at  all.  By  making  such  a  right  available,  the 
pressiu-e  that  companies  currently  face  to  pursue  patent  protection  for  minor  inno- 
vations, often  primarily  as  a  defensive  tactic,  would  be  mitigated.  By  the  same 
token,  we  do  not  believe  that  the  availability  of  a  prior  use  defense  will  drive  compa- 
nies to  protect  innovation  through  trade  secrecy  at  the  expense  of  the  use  of  the 
patent  system.  That  choice  will  continue  to  be  dictated  primarily  by  the  characteris- 
tics, effectiveness  and  smtability  of  each  form  of  protection  vis-a-vis  the  invention 
in  question.  Prior  user  rights  thus  will  permit  companies  to  choose  with  confidence 
the  most  effective  means  for  protecting  their  important  technology. 

We  also  note  that  the  proposed  prior  user  right  does  not  alter  the  validity  or  char- 
acter of  patent  rights  held  by  a  subsequent  inventor.  Patent  owners  will  be  able  to 
enforce  rights  fully  against  all  others  that  make,  use  or  sell  the  patented  invention 
without  authority,  despite  the  fact  that  one  has  successfully  asserted  a  defense 
based  on  prior  use. 

In  contrast,  prior  use  may,  under  current  U.S.  law,  serve  as  a  basis  for  invalidat- 
ing a  patent.  Specifically,  a  patent  may  be  invalidated  on  the  basis  of  prior  inven- 
tion by  another  under  35  U.S.C.  §  102(g),  provided  the  first  inventor  does  not  con- 
ceal, suppress  or  abandon  the  invention.  But  today  it  is  unclear  when  maintaining 
some  aspects  of  an  invention  in  secrecy  will  amount  to  concealment  or  suppression 
of  an  invention.  For  example,  in  1975  the  Coiut  of  Appeals  for  the  Seventh  Circuit 
held  that  a  prior  invention  whose  manufacturing  details  were  kept^as  a  trade  secret 
could  properly  serve  as  a  basis  for  invalidating  a  patent  under  35  U.S.C.  §  102(g). 
In  doing  so,  the  court  explained: 

There  are  three  reasons  why  it  is  appropriate  to  conclude  that  a  public 
use  of  an  invention  forecloses  a  finding  of  suppression  or  concealment  even 
though  the  use  does  not  disclose  the  discovery.  First,  even  such  a  use  rives 
the  public  the  benefit  of  the  invention.  If  the  new  idea  is  permitted  to  have 
its  impact  in  the  marketplace,  and  thus  to  "promote  the  progress  of  science 
and  usefiil  arts,"  it  svu-ely  has  not  been  suppressed  in  an  economic  sense. 
Second,  even  though  there  may  be  no  explicit  disclosure  of  the  inventive 
concept,  when  the  article  itself  is  freely  accessible  to  the  public  at  large,  it 
is  fair  to  presume  that  its  secret  wiU  be  uncovered  by  potential  competitors 
long  before  the  time  when  a  patent  would  have  expired  if  the  inventor  had 
made  a  timely  application  and  disclosure  to  the  Patent  Office.  Third,  the 
inventor  is  under  no  duty  to  apply  for  a  patent;  he  is  free  to  contribute  his 
idea  to  the  public,  either  voluntarily  by  an  express  disclosure,  or  involuntar- 
ily by  a  noninforming  public  use.  In  either  case,  although  he  may  forfeit  his 
entitlement  to  monopoly  protection,  it  would  be  unjust  to  hold  that  such  an 


election  should  impair  his  nght  to  continue  diligent  efforts  to  market  the 
product  of  his  own  invention.  Dunlop  Holdings  v.  Ram  Golf  Corn  524  P  2d 
33;  188  U.S.P.Q.  481  (7th  Cir.  1975)  I     "  P-.  ^^^  ^  -^a 

See  also,  E.I.  Du  Pont  De  Nemours  &  Co.  v.  Phillips  Petroleum  Co  849  F  2d 
1430,  7  U.S.P.Q.2d  1129  (Fed.Cir.  1988);  International  Glass  Co.  v.  United  States 
408  F.2d  395,  159  U.S.P.Q.  434  (Ct.Cl.  1969).  This  legislation  will  remove  uncer- 
tainty in  these  circumstances  and  permit  businessmen  to  confidently  plan  their  op- 
eration. And  It  will  do  so  in  a  way  that  is  less  detrimental  to  the  patent  owners 
interests  than  is  possible  under  current  law. 

Prior  user  rights  will  also  redress  a  current  imbalance  of  rights  between  U  S  and 
foreign  businesses.  Prior  user  rights  are  available  in  most  foreign,  industrialized  na- 
tions. This  means  that  in  those  countries,  U.S.  businesses  that  hold  patents  cannot 
enforce  their  nghts  against  companies  that  can  demonstrate  prior  use  of  the  pat- 
ented invention.  The  converse,  however,  is  not  true.  A  domestic  prior  user  has  no 
effective  defense  based  on  trade  secret-based  prior  use  when  facing  a  threat  by  a 
foreign  company  that  obtains  a  U.S.  patent  covering  the  invention.  Recall  that  pres- 
ently over  42  percent  of  all  patents  issued  in  the  United  States  are  issued  to  foreign 
entities.  Providing  a  prior  user  right  will  harmonize  one  aspect  of  the  U.S  patent 
system  with  the  patent  systems  of  a  majority  of  our  trading  partners  and  wiU  thus 
address  this  disparate  treatment  of  U.S.  businesses. 

Prior  user  rights  may  also  address  certain  concerns  that  have  been  expressed  in 
the  software  industry.  Recently,  the  Patent  and  Trademark  Office  (PTO)  held  hear- 
ings and  solicited  pubhc  input  on  the  use  of  the  patent  system  to  protect  software- 
related  inventions.  We  heard  from  a  wide  range  of  interests,  including  small  and 
large  software  companies,  independent  software  developers,  patent  attorneys  and 
trade  associations.  Several  companies,  particularly  small  software  start-up  firms 
from  Silicon  Valley,  expressed  concerns  over  potential  Uability  for  patent  infringe- 
ment based  on  their  use  of  "old"  or  "well  known"  software  techniques.  These  individ- 
uals believe  that  patents  have  been  granted  that  cover  such  techniques,  in  part  be- 
cause the  techniques  were  not  documented  in  patents  or  printed  publications.  The 
proposed  prior  use  defense  could  address  one  aspect  of  the  problem  these  companies 
have  described.  It  would  enable  a  company  that  had  made  the  requisite  degree  of 
comniercial  use  of  the  "old"  technique  under  the  appropriate  circumstances  to  avoid 
hability  for  patent  infringement.  It  would  provide  this  relief  without  requiring  the 
company  to  prove  that  the  patent  being  asserted  against  them  is  invalid.  Impor- 
tantly, the  type  of  evidence  that  could  be  used  to  estabHsh  a  successful  prior  use 
defense  could  encompass  forms  of  evidence  that  do  not  fit  cleanly  within  our  current 
definitions  of  prior  art.  And  while  we  are  unsure  as  to  how  frequently  this  scenario 
may  arise,  we  believe  the  legislation  would  address  the  concerns  as  they  have  de- 
scribed. 

Of  course,  some  have  argued  that  creating  a  new  defense  to  patent  infringement 
based  on  prior  use  will  diminish  the  value  of  patent  rights,  particularly  for  patent 
owners  that  gain  value  from  patents  through  patent  Ucensing,  rather  than  manufac- 
turing products  covered  by  patents.  Specifically,  some  have  argued  that  prior  user 
rights  will  cast  a  cloud  over  patent  rights,  creating  uncertainty  in  terms  of  full  en- 
forceability of  patent  rights,  and  lessening  the  value  of  patents  to  potential  licensees 
who  may  be  unable  to  enforce  the  rights  provided  against  commercial  competitors. 
Others  have  suggested  that  prior  user  rights  will  excessively  strengthen  trade  secret 
rights  to  the  point  of  discouraging  use  of  the  patent  system,  and  with  that,  early 
public  disclosure  of  innovations.  We  are  cognizant  of  these  concerns,  but  believe  that 
the  current  bill  creates  an  appropriately  limited  prior  user  right  that  will  not  affect 
the  value  of  patents,  including  tneir  value  in  licensing,  or  noticeably  diminish  use 
of  the  patent  system  for  protecting  innovation.  As  the  Advisoiy  Commission  on  Pat- 
ent Law  Reform  noted  in  1992,  "[t]he  basic  difficulty  in  providing  a  prior  user  right 
is  crafting  the  right  so  that  it  does  not  undercut  the  value  of  the  exclusive  rights 
obtained  through  a  patent  grant,  or  the  desirable  goal  of  earlv  disclosure  of  inven- 
tions *  *  *"  We  believe  the  current  bill  succeeds  in  crafting  the  prior  user  right  in 
the  appropriately  balanced  manner. 

The  second  bill  to  be  addressed  in  this  hearing,  S.  2341,  would  reform  our  reexam- 
ination system  in  several  important  respects.  First,  the  bill  would  expand  the 
grounds  upon  which  reexamination  of  a  patent  could  be  initiated  to  incmde  non- 
compHance  with  all  aspects  of  §  112  of  title  35,  United  States  Code,  except  the  best 
mode  requirement.  Second,  the  bill  would  permit  limited,  yet  meaningful  participa- 
tion by  a  third-party  requester  throughout  the  reexamination  proceeding.  Third,  the 
bill  would  provide  a  third  party  requester  with  a  right  of  appeal  from  a  final  deci- 
sion of  the  PTO  with  regau-d  to  the  results  of  the  reexamination.  And  finally,  the 
bill  would  help  prevent  third  parties  from  using  reexamination  to  harass  patent 
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owners  by  imposing  important  restrictions  on  whether  and  when  requests  for  reex- 
amination may  be  filed.  We  thank  the  Chairman  for  introducing  this  bill  on  behalf 
of  the  Administration. 

In  1980,  Congress  created  the  reexamination  procedure,  intending  it  to  be  an  ex- 
pedited, low-cost  alternative  to  patent  litigation  in  which  certain  aspects  of  patent 
validity  could  be  reviewed.  To  meet  this  goal,  reexamination  was  structured  as  an 
ex  parte  proceeding  that  excluded  participation  by  third  parties  during  the  actual 
reexamination  proceedings.  Reexamination  was  further  limited  to  review  of  only  cer- 
tain categories  of  patentability;  namely,  compliance  with  35  U.S.C.  §  102  and  §  103 
over  patents  and  printed  publications.  Substantial  new  questions  of  patentability 
based^on  compliance  with  other  statutory  requirements  of  patentability  were  not 
permitted  to  serve  as  a  basis  for  initiating  reexaunination. 

In  our  current  system,  third  parties  may  only  participate  with  respect  to  initiation 
of  a  reexamination  proceeding.  Specifically,  a  third  party  may  cite  prior  art  consist- 
ing of  patents  or  printed  publications,  and  request  reexamination  on  the  basis  of 
that  prior  art.  If  the  PTO  finds  that  a  substantial  new  question  of  patentability  ex- 
ists in  view  of  that  prior  art,  the  Commissioner  will  issue  an  order  panting  the  re- 
examination. The  patent  owner  is  then  given  the  option  of  responding  to  the  reex- 
amination order.  If  the  patent  owner  so  responds,  the  third  party  may  file  a  subse- 
quent reply.  This  ends  the  substantive  participation  in  the  reexamination  by  the 
uiird  party  requester. 

These  restrictions  have  helped  make  patent  reexamination  an  orderly,  expedited 
procedure.  However,  by  the  same  token,  these  restrictions  are  why  I  believe  our  re- 
examination system  has  not  lived  up  to  its  potential.  As  I  mentioned  earlier,  the 
PTO  heard  many  concerns  expressed  by  companies  and  individuals  in  the  software 
industry  over  potential  liability  under  patents  in  our  recent  public  hearings.  Many 
people  who  testified  at  our  hearings  expressed  concerns  over  the  lack  of  cost-effec- 
tive means  for  challenging  patent  validity,  citing  in  particular  the  perceived  ineffec- 
tiveness of  our  current  reexamination  system  as  a  means  for  third  parties  to  chal- 
lenge patents  of  questionable  vahdity.  For  example,  William  Neukom,  General 
Counsel  of  the  Microsoft  Corporation  testified  that: 

The  threat  of  litigation  involving  a  patent  of  questionable  validity  can  be 
particularly  damaging  to  a  smaller  company,  which  may  not  have  the  finan- 
cial or  the  human  resources  to  effectively  challenge  the  patent's  validity  in 
the  federal  court  process.  Although  the  existing  reexamination  process  af- 
fords a  potential  defendant  an  alternative  venue  in  which  to  contest  a  pat- 
ent's validity,  the  utility  of  the  current  reexamination  process  is  Umited  bv 
its  ex  parte  nature  and  the  limited  scope  of  prior  art  that  can  be  considered. 

Others  were  more  strident  in  the  criticism  of  the  current  reexamination  system  and 
their  calls  for  reform.  Diane  Callen,  representing  the  Lotus  Development  Corpora- 
tion and  the  Business  Software  Alliance  stated: 

The  current  reexamination  process  *  *  *  is  generally  not  viewed  as  a  via- 
ble option  by  opponents  to  a  patent  due  to  the  largely  ex  parte  nature  of 
the  process.  The  BSA  urges  that  reexamination  be  modified  to  provide  more 
of  an  inter-parte  proceeding,  allowing  opponents  to  a  patent  to  feel  more 
comfortable  in  relying  on  the  procedure  to  efficiently  resolve  their  concerns 
in  what  may  be  the  most  efficient  forum. 

One  particularly  striking  comment  I  heard  from  several  speakers  was  that  even 
if  they  had  pertinent  prior  art  that  could  invalidate  a  patent,  they  would  not  initiate 
a  reexamination  on  the  basis  of  that  prior  art,  but  would  instead  reserve  it  for  use 
in  litigation  in  the  Federal  courts.  Such  individuals  cited  the  absence  of  effective 
third  party  participation  in  the  proceeding  and  the  fact  that  patents  that  survive 
reexamination  gain  a  perception  of  "enhanced"  validity  when  subsequently  enforced, 
particularly  in  the  view  of  juries.  Comments  like  these  suggest  to  me  that  as  far 
as  third  parties  are  concerned,  there  is  a  significant  lack  of  public  confidence  in  the 
current  reexamination  system  as  an  effective  means  for  challenging  the  validity  of 
patents. 

S.  2341  addresses  the  basis  of  this  lack  of  public  confidence  in  the  patent  reexam- 
ination process.  Most  importantly,  if  enacted,  it  will  provide  third  parties  with  an 
opportunity  to  participate  throughout  the  reexamination  proceedings,  but  will  do  so 
without  converting  reexamination  into  a  full-scale  inter  partes  procedure.  The  bill 
accomplishes  this  oy  permitting  a  third  party  that  has  initiated  a  reexamination  to 
provide  written  comments  on  responses  to  official  actions  of  the  PTO  made  by  the 
patent  owner.  It  does  not  permit  the  third  party  to  raise  new  issues  during  reexam- 
ination, nor  does  it  give  the  third  party  the  option  of  delaying  the  proceedings  by 
filing  multiple  responses  or  by  requesting  extensions  of  time.  Third  parties  will  also 


gain  a  nght  of  appeal  from  a  final  determination  by  the  PTO  in  the  reexamination 
proceeding.  This  right  of  appeal,  however,  comes  at  the  cost  of  preclusion  against 
subsequent  litigation  of  matters  addressed,  or  that  could  have  been  addressed^  dur- 
ing reexamination  in  subsequent  judicial  or  administrative  proceedings,  if  both  the 
third  party  and  the  patent  owner  participate  in  an  appeal  to  the  Federal  Circuit 
following  the  reexamination  proceeding. 

The  bill  will  also  expand  the  grouncfs  upon  which  one  may  challenge  patentability 
to  include  compliance  with  all  aspects  of  35  U.S.C.  §112,  except  best  mode  This 
we  believe,  is  an  appropriate  expansion  of  the  grounds  for  initiating  reexamination' 
Questions  of  compliance  with  §112  invariably  focus  on  claim  scope,  specifically 
whether  the  claims  are  fully  supported  by  the  specification.  Such  questions  often  lie 
at  the  heart  of  a  patent  dispute.  By  making  it  possible  to  review  these  questions 
before  the  PTO,  patent  owners  and  third  parties  alike  will  benefit.  It  is  also  impor- 
tant to  recognize  that  the  bill  would  not  require  the  PTO  to  address  matters  with 
which  It  IS  unfamihar.  Instead,  the  bill  would  make  available  the  special  technical 
and  legal  expertise  of  the  PTO  examining  corps  to  review  compUance  with  a  broader 
range  of  statutory  requirements  of  patentability. 

Finally,  although  a  key  reason  for  S.  2341  is  to  "open  up"  reexamination,  the  bill 
has  been  carefully  crafted  to  ensure  that  reexamination  does  not  become  a  vehicle 
for  harassing  patent  owners.  The  bill  contains  two  important  safeguards  in  this  re- 
gard. First,  as  noted  above,  the  bill  explicitly  estops  a  third  party  from  further  Uti- 
gating  issues  that  were  or  could  have  been  addressed  during  the  reexamination  if 
they  participate  in  an  appeal  to  the  Federal  Circuit  arising  out  of  the  reexamination 
proceeding.  This  measure  will  prevent  parties  from  using  reexamination  simply  as 
a  prelude  to  litigation  on  the  same  patent  validity  issue.  Second,  the  bill  precludes 
a  third  party  from  imtiating  multiple  concurrent  reexaminations,  or  from  initiating 
a  second  reexamination  on  the  same  issues  resolved  in  an  earlier  reexamination  pro- 
ceeding initiated  by  that  party  or  its  privies. 

The  changes  proposed  by  the  bill  will  thus  make  reexamination  a  more  effective 
inter-partes  procedure,  giving  patent  owners  and  third  parties  alike  a  speedy  inex- 
pensive and  rehable  process  to  resolve  important  questions  related  to  patent 'valid- 
ity. I  also  believe  the  bill  eff'ectively  addresses  the  calls  for  reform  of  the  reexamina- 
tion system  that  have  emanated  not  only  from  the  software  industry,  but  from  the 
patent  bar  and  other  industiy  groups. 

I  thank  the  Chairman  for  his  assistance  in  introducing  this  legislation  and  would 
be  pleased  to  address  any  questions  the  Committee  has  on  either  bill. 

Senator  DeConcini.  Commissioner,  thank  you. 
I  yield  to  the  Senator  from  Iowa  for  any  opening  statement  he 
may  have. 

Senator  Grassley.  I  don't  have  an  opening  statement.  I  will 
have  some  questions. 

Senator  DeConcini.  Very  good. 

Mr.  Commissioner,  on  the  reexamination  legislation,  have  you  es- 
timated what  the  cost  implications  could  be  for  the  Patent  Office 
in  setting  up  and  expanding  the  reexamination  process? 

Mr.  Lehman.  Yes,  we  have,  Mr.  Chairman.  At  the  present  time 
our  costs  for  reexamination  come  out  to  about  $5,100  on  the  aver- 
age, but  we  only  charge,  I  believe,  $2,800— sorry,  it's  $2,250— for 
the  reexamination.  So  we  are  actually  subsidizing  some  of  the  reex- 
amination process  at  the  present  time. 

We  assume  that  with  regard  to  third  party-initiated  examina- 
tions, that  the  actual  cost  to  the  Patent  Office  will  rise,  probably 
somewhere  in  the  range  of  $8,700,  and  we'll  probably  want  to  raise, 
for  those  procedures,  the  fee  that  we  charge.  I  would  assume  that 
we're  not  going  to  raise  it  to  the  $8,700;  we're  going  to  keep  some 
subsidy  level  in  there  because,  particularly  with  regard  to  small 
businesses  and  individuals  who  can't  afford  the  million-dollar  law- 
suit, this  is  a  very  effective  procedure  and  we  want  to  keep  it  effec- 
tive and  reasonable  for  them.  So  what  we're  going  to  do— and  it's 
permitted  in  the  legislation— is  hold  public  hearings  once  the  legis- 
lation is  passed,  and  after  hearing  from  our  customers  we  will  try 
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to  set  an  appropriate  level  of  fees  for  this  expanded  reexamination 
process. 

Senator  DeConcini.  A  reexamination  now  costs  $5,800,  and  its 
fee  is  $2,250,  so  you're  subsidizing  more  than  50  percent  of  it? 

Mr.  Lehman.  Actually,  it's  $5,100,  so  it's  just  about  half  of  it. 

Senator  DeConcini.  Is  that  how  much  you  would  anticipate  sub- 
sidizing if  this  passes? 

Mr.  Lehman.  Well,  I'd  rather  not  lock  ourselves  into  that  figure, 
Mr.  Chairman,  because  I  think  we  want  to  hear  from  our  cus- 
tomers and  the  people  out  there  what  is  reasonable  to  pay.  Obvi- 
ously, to  the  extent  that  we  pick  up  some  of  the  costs,  then  that 
ultimately  comes  out  of  the  payment  of  fees  for  the  processing  of 
patent  applications.  But,  you  know,  we  don't  have  'TDillable  hours" 
in  the  Patent  and  Trademark  Office.  We  charge  people  flat  fees, 
and  some  patent  applications  are  more  expensive  than  others. 

We  really  need  to  set  these  fees  at  an  appropriate  level  that  peo- 
ple can  afford  to  pay,  but  will  still  keep  the  whole  patent  and 
trademark  system  going.  So  I  think  it's  really  important  for  us  to 
hear  what  our  customers  have  to  say. 

Senator  DeConcini.  But  you're  always  up  against  the  budget 
crunch  since  you  can't  keep  all  the  fees  you  raise.  Aren't  they  likely 
to  force  you  to  raise  fees  if  you  keep  the  subsidy  as  high  as  it  is 
now? 

Mr.  Lehman.  Obviously,  Mr.  Chairman,  one  of  the  more  serious 
administrative  problems  that  I  have  to  face  in  running  the  Patent 
and  Trademark  Office  is  the  fact  that  we  do  not  receive — have  not 
been  receiving — all  of  our  fee  revenue  to  run  the  Patent  and  Trade- 
mark Office.  I  think  the  Senate-  passed  appropriations  bill  this 
year  would  take  about  $30  million  out  of  our  fees.  That's  a  lot  of 
money.  Believe  me,  that  could  probably  pay  all  the  costs  of  these 
reexaminations  and  a  lot  more. 

So  that  definitely  has  to  figure  into  this  equation,  Mr.  Chairman. 
We  are  hoping  that  at  the  end  of  the  process  the  House  figure  will 
be  accepted  and  we  won't  have  quite  the  same  hit. 

Senator  DeConcini.  I  do  too,  and  I've  talked  to  Senator  HoUings 
about  that.  I'm  very  concerned  about  that.  The  only  reason  I  raise 
it  is  that  I'm  concerned  that  you're  setting  yourself  up  for  a  bigger 
hit  when  0MB  sees  that  you're  subsidizing  these  applicants  to  the 
tune  of  60  percent,  which  doesn't  trouble  me.  I  think  many  of  the 
PTO's  costs  should  be  paid  for  as  a  public  expense,  but  that  isn't 
the  way  things  run  in  this  town. 

Senator  Grassley.  Mr.  Chairman? 

Senator  DeConcini.  Yes,  sir? 

Senator  GRASSLEY.  Is  your  question  connected  with  a  concern 
that  the  person  that  might  want  to  get  a  patent,  might  not  get  it 
because  of  the  cost?  Is  that  the  rationale  for  this  legislation?  Is  that 
what  you're  concerned  about? 

Senator  DeConcini.  No,  the  rationale  is  set  out  as  the  Commis- 
sioner has  explained  the  need  to  have  this  process,  as  I  understand 
it.  My  concern  is  that  the  Administration  keeps  looking  to  the  Pat- 
ent and  Trademark  Office  as  kind  of  a  "cash  cow"  to  use  for  other 
government  expenses.  So  when  they  put  in  new  fees  that  are  sub- 
sidized to  the  tune  of  60  percent,  as  the  present  reexamination  fee 
is,  that's  going  to  be  a  target  0MB  will  justify  it  by  saying,  "Well, 
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if  you  can  afford  to  subsidize  60  percent  of  the  fee  for  third  party 
reexamination,"  then  somebody  at  0MB  is  going  to  put  on  his 
green  eyeshade  and  say,  "Well,  they  can  raise  those  fees,  so  let's 
take  another  $30  million  out  of  them."  That's  my  concern.  Senator 
Grassley. 

Mr.  Lehman.  Mr.  Chairman,  I  think  it  is  important  to  recognize 
that  the  Administration  and  the  Office  of  Management  and  Budget 
have  recommended  that  the  Patent  Office  receive  its  full  fees.  It 
was  the  Appropriations  Committees  that  decided  to  divert  the  fees. 

Senator  DeConcini.  That's  true. 

Turning  to  the  prior  use  rights,  and  then  I'll  yield  to  my  friend 
from  Iowa,  some  people  are  concerned  that  the  prior  user  rights  bill 
will  increase  the  use  of  trade  secrets  to  the  detriment  of  public  dis- 
closure. The  goal  of  the  patent  process  is  to  protect  an  inventor's 
intellectual  property  but  then  to  make  it  available  to  the  public 
through  the  patenting  of  the  invention.  Do  you  believe  this  is  a  con- 
cern case?  And  do  you  expect  a  decrease  in  patent  filings  if  this  bill 
is  passed? 

Mr.  Lehman.  Mr.  Chairman,  the  short  answer  to  that  is  no,  I 
don't  expect  a  decrease  in  patent  filings  and  I  don't  think  that  this 
is  going  to  divert  people  from  using  the  patent  system,  because 
trade  secrecy  is  already  available  to  people,  and  to  the  extent  that 
they're  going  to  use  it,  they're  going  to  use  it. 

Senator  DeConcini.  It  certainly  puts  us  on  equal  footing  with 
other  countries,  as  you  mentioned  in  your  statement.  It  concerns 
me  that  the  American  Bar  Association  took  a  position,  as  I  under- 
stand it,  in  opposition  to  this,  which  is  verv  disturbing  to  me.  I 
haven't  read  the  resolution  but  I've  been  tola  about  it,  that  it's  on 
the  basis  that  more  public  disclosure  begets  filed  patents,  and 
that's  what  the  Patent  Office  and  the  process  is  all  about. 

I  wonder,  did  you  have  any  contact  with  the  Bar  Association  or 
their  section  on  patents  and  trademarks? 

Mr.  Lehman.  It's  my  understanding,  Mr.  Chairman,  that  this  de- 
cision by  the  ABA  counsel  was  only  made  within  the  last  week.  It 
was  not  made  after  debate  in  the  entire  Patent,  Trademark,  and 
Copyright  Law  Section.  Actually,  the  Patent,  Trademark,  and 
Copyright  Law  Section  of  the  ABA  is  unusual  among  ABA  sections 
in  that  normally  their  positions  are  taken  on  the  basis  of  a  debate 
with  all  the  members  of  the  section  who  want  to  participate  being 
present.  That  was  not  the  case  here. 

But  I  think  it's  safe  to  say  that  on  any  meritorious  matter  there 
are  going  to  be  differences  of  opinion,  and  I  respect  the  view  of 
those  who  feel  very  strongly  that  we  ought  to  be  careful  not  to  in 
any  way  limit  the  advantages  that  we  have  in  the  patent  system 
which  cause  people  to  disclose  the  invention.  That's  clearly  one  of 
the  major  benefits  of  the  patent  system. 

But  the  Supreme  Court  has  really  dealt  with  this  issue  before  in 
Kewanee  Oil  v.  Bicron.  They  have  determined  that  there  is  nothing 
incompatible  about  the  use  of  trade  secrecy,  and  that  in  fact  trade 
secrecy  itself  does  stimulate  invention,  so  we  have  this  other  ele- 
ment, this  common  law  or  State  law  element,  already  in  our  law. 
It's  been  considered  not  to  be  preempted  by  the  patent  system.  All 
this  legislation  does  is  make  that  work  better  and  fairer  for  all  of 
the  users  of  the  system. 
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I  would  respectfully  disagree  with  those  who  have  made  a  some- 
what different  judgment,  but  I  think  you  will  hear  from  other  peo- 
ple in  the  bar  and  other  bar  groups  that  realize  that  there  is  a  dif- 
ference of  opinion  on  this. 

Senator  DeConcini.  What  do  you  think  is  the  reason  some  busi- 
nesses keep  their  process  secrets  and  not  just  go  ahead  and  get  a 
patent? 

Mr.  Lehman.  Well,  Mr.  Chairman,  the  patent  system,  as  much 
as  we  try  to  keep  down  the  costs,  is  still  somewhat  expensive,  par- 
ticularly for  the  small  business  user.  I  think  small  businesses  are 
the  people  who  are  going  to  make  the  greatest  use  of  this  prior 
user  right.  If  you  have  two  guys  in  a  garage,  just  getting  started, 
oftentimes  you  don't  even  have  the  sophistication  to  know  about 
the  patent  system  and  you  find  that  you  are  using  a  technology 
which  you  may  invent,  or  as  far  as  you  know  is  in  the  public  do- 
main, that  has  not  been  patented,  and  you  build  a  business  on  it; 
you  don't  want  somebody  coming  in  with  an  army  of  lawyers  and 
suing  you  later  on.  Usually  it's  the  big  patentee  going  against  the 
little  guy.  So  this  is  really  protection  for  the  little  guy,  and  I  should 
say  that  it  goes  right  back  to  what  we  heard  from  users  in  the  soft- 
ware industry.  The  software  industry  has  a  lot  of  companies  that 
were  founded  by  two  guys  in  a  garage.  They  weren't  very  sophisti- 
cated. They  used  information  that  was  out  there,  and  this  is  an  at- 
tempt to  create  a  legitimate  defense  for  them  when  they 

Senator  DeConcini.  Will  the  little  guy  here  have  to  hire  a  law- 
yer and  go  through  a  big  expense  if,  in  fact,  someone  who  has  pat- 
ented this  secret  now  tries  to  keep  him  from  using  it? 

Mr.  Lehman.  Well,  obviously,  ii  he  gets  sued 

Senator  DeConcini.  Because  the  burden  is  on 

Mr.  Lehman  [continuing].  Just  as  is  the  case  now,  Mr.  Chair- 
man, he  will  have  to  hire  a  lawyer.  Obviously,  though,  the  exist- 
ence of  this  prior  user  defense  presumably  would  signal  the  patent- 
ee's lawyer  not  to  bring  a  lawsuit  in  the  first  case.  So  I  think  that 
we  will  see  fewer  lawsuits  against  these  "garage  inventors." 

Senator  DeConcini.  It's  more  of  a  deterrent? 

Mr.  Lehman.  That's  correct. 

Senator  DeConcini.  The  Senator  from  Iowa? 

Senator  Grassley.  Thank  you,  Mr.  Chairman. 

Considering  the  fact  that  our  laws,  for  sure — and  maybe  even 
more  importantly,  our  Constitution — have  always  given  such  a 
high  priority  to  the  protection  of  patents,  and  then  you  have  de- 
scribed in  your  testimony  the  limited  nature  of  the  defense  to  be 
given  prior  users,  but  I  don't  know  whether  you  really  addressed 
how  serious  of  a  problem  you  consider  this  to  be.  How  serious  of 
a  problem  is  it  that  this  legislation  is  trying  to  deal  with? 

Mr.  Lehman.  Well,  I  think  for  some  people,  Mr.  Grassley,  it's  a 
very  serious  problem.  I  think  where  the  problem  has  been  the  most 
serious  is  where  we  have  a  lot  of — in  this  country  we  have  a  phe- 
nomenon that  you  don't  see  abroad,  and  it's  really  interesting. 
Since  I've  had  this  opportunity  to  serve  in  the  Administration  and 
get  kind  of  a  global  view  and  go  around  the  world,  I'm  very  opti- 
mistic about  our  country  and  very  proud  of  it.  One  of  the  things 
that  really  separates  our  country  from  our  competitors  around  the 
world  is  the  two  guys  in  the  garage.  It's  the  innovator,  the  small 
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businessman.  What's  happening  right  now — in  fact,  what  gave  rise 
to  this  legislation — is  that  you  get  the  big  foreign  companies  some- 
times who  have  the  patent,  and  we've  got  some  poor  guy  in  the 
United  States  who  has  been  working  in  his  garage,  he  has  come 
up  with  this  technology,  he  di-dn't  have  the  sophistication  or  the 
wherewithal  to  file  a  patent  application,  and  then  what  happens? 
The  big  foreign  corporation  hires  the  K  Street  lawyer  to  bring  a 
lawsuit  against  him,  and  he's  put  out  of  business.  That  really,  in 
terms  of  actual  facts — those  are  the  primary  facts  which  have  given 
rise  to  this  legislation.  It  is  being  pushed  by  entrepreneurs  who  are 
exactly  in  that  category. 

Senator  Grassley.  I  don't  disagree  with  an3rthing  you  said.  I 
know  it's  very  difficult  to  quantify,  but  out  of  the  global  picture  as 
you  see  it  on  inventions  and  getting  patents  these  exceptions  where 
somebody  has  invented  something  before  somebody  else  did  but 
didn't  get  a  patent  for  it,  wouldn't  even  be  1  percent  of  all  the  in- 
ventions, would  it? 

Mr.  Lehman.  I  think  this  is  a  very — this  not  an  earth-  shattering 
piece  of  legislation.  This  is  a  fme-tuning  of  the  system.  Senator 
Grassley. 

Senator  Grassley.  Do  you  think  that  it  is,  then,  justifiable  to 
create  an  exception  to  the  exclusivity  normally  granted  to  a  patent 
holder? 

Mr.  Lehman.  Yes,  sir,  I  do.  And  this  is  a  defense,  as  we  indi- 
cated. 

Senator  Grassley.  Do  you  support  it  in  a  way  that  you  don't 
think  that  such  an  exception  would  discourage  inventors  from  seek- 
ing patents? 

Mr.  Lehman.  Senator,  if  I  thought  that  I  couldn't  possibly  sup- 
port the  legislation  or  recommend  that  the  Administration  support 
it.  In  fact,  we  had  earlier  versions  of  a  prior  user  right  that  were 
more  expansive,  and  this  one  has  been  really  narrowed  now  to  a 
point  where  it's  not  a  prior  user  right;  it's  a  prior  user  defense,  and 
it  really  protects  the  very  kind  of  people  that  we  ought  to  be  look- 
ing to  protect  legislatively,  and  at  the  sametime  I  don't  think  it 
does  any  damage  to  the  fundamental  validity  of  the  patent  system. 

Senator  GRASSLEY.  Now,  when  my  colleague,  the  chairman,  was 
talking  about  fees,  he  was  referring  to  S.  2341.  It  seems  to  me  that 
in  regard  to  this  issue,  fees  can  be  brought  up  as  well,  and  in  re- 
gard to  the  extent  to  which  the  taxpayers  subsidize  the  process. 

When  there  is  some  subsidy,  obviously,  maybe  it's  not  justifiable 
to  raise  the  issue  about  whether  we —  specifically  you,  administer- 
ing the  office — do  you  look  at  what  you  can  do  to  keep  costs  down? 

Mr.  Lehman.  Senator,  the  short  answer  is  yes,  we  do  what  we 
can  do  to  keep  costs  down,  but  I  think  it's  really  important  to  un- 
derstand that  there  is  no  taxpayer  subsidy  for  the  Patent  and 
Trademark  Office  at  all.  We  don't  get  a  single  penny  from  tax  reve- 
nue. Our  office  is  entirely  funded  by  the  fees  that  people  pay 
us 

Senator  Grassley.  Do  you  subsidize  the  Federal  Treasury? 

Mr.  Lehman.  Unfortunately,  that's  what's  happening  right  now. 
America's  creative  community  is  being  forced,  if  the  Senate  appro- 
priations bill  passes  this  year,  to  pay  $30  million  into  general  reve- 
nue to  subsidize  other  programs. 
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Senator  Grassley.  OK. 

Then  do  you  have  a  situation — and  I  don't  know  how  the  fee 
schedule  works — but  do  you  have  a  situation  where  some  more 
costly  patents  then  subsiaize  the  small,  single  person  who  is  look- 
ing for  a  patent?  Or  is  everybody  on  a  par?  Is  it  all  equal,  regard- 
less? 

Mr.  Lehman.  No,  it's  not  all  equal.  Senator  Grassley. 

First  of  all,  we  don't  charge  according  to  the  complexity  of  the 
patent.  Some  people  submit  400-page  patent  applications  and  oth- 
ers submit  10-page  patent  applications.  Obviously,  a  patent  appli- 
cation in  some  technologies  takes  more  time  and  energy  and  more 
expense  to  process  than  others.  We  have  flat  fees  for  everybody.  So 
naturally,  there  is  some  sort  of  cross-subsidization  in  the  system. 
But  in  addition  to  that  fact,  it  is  important  to  realize  that  we  have 
built  into  the  patent  fee  structure  a  special  deal  for  small  busi- 
nesses and  individuals. 

Senator  Grassley.  OK. 

Mr.  Lehman.  They  pay  half  what  corporate  inventors  pay.  So  we 
are  already  subsidizing  them. 

Senator  Grassley.  Let  me  go  on.  I  think  I'm  taking  too  much 
time  on  this  point. 

I  just  want  to  make  this  point.  Does  this  fee  that  anybody,  large 
or  small,  might  pay  have  an3rthing  to  do  with  the  fact  that  some 
people  don't  get  a  patent?  Then  will  we  be  in  a  situation  where  we 
need  this  legislation?  Do  you  ever  see  that  as  an  impediment  for 
people  getting  a  patent? 

Mr.  Lehman.  The  fee  structure? 

Senator  Grassley.  Yes. 

Mr.  Lehman.  I'm  sure  that  for  some  people  the  fee  structure  is 
an  impediment,  although  I  think  it's  less  the  fee  structure  than  it 
is  the  cost  of  attorneys  fees  and  patent  agent  fees.  Those  are  far, 
far  higher.  I  think  our  patent  fees  right  now  for  an  individual  or 
small  business  inventor  are  by  far  the  lowest  in  the  world. 

Senator  Grassley.  Then  my  original  question  was  related  to 
what  you  do  to  bring  down  costs.  It  seems  to  me  we  ought  to  be 
paying  some  attention  to  that.  That  still  may  not  absolve  our  con- 
sideration of  the  need  for  the  legislation. 

Let  me  quickly  go  on  and  ask  about  the  other  bill  and  then  I'll 
be  done,  Mr.  Chairman. 

You  state  in  your  testimony  that  allowing  third  parties  greater 
participation  in  the  reexamination  process  will  encourage  increased 
reliance  upon  that  procedure.  Will  this  cut  down  on  court  litigation, 
or  is  this  just  kind  of  an  extra  step  for  lawyers  to  get  involved  in? 

Mr.  Lehman.  The  intent  of  this — and  it's  an  ardently  held  intent 
and  wished  intent — is  that  it  will  cut  down  on  litigation,  that  peo- 
ple will  be  able  to  use  this  very,  very  streamlined,  very  inexpensive 
procedure  instead  of  having  to  go  out  and  hire  lawyers  and  wait 
for  litigation.  That's  the  intent. 

Senator  Grassley.  In  this  committee,  as  my  colleague  knows, 
I've  pushed  as  often  as  I  can  for  alternative  dispute  resolution.  Has 
the  Patent  Office  considered  adopting  or  supporting  a  system  of 
ADR  concerning  challenges  to  the  validity  of  a  patent? 

Mr.  Lehman.  Well,  to  the  extent  we  have,  Senator,  it's  the  reex- 
amination procedure.   In  fact,  when  this  was  put  into  effect  in 
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1980 — and  I  was  a  part  of  that  at  the  time;  I  was  working  over  on 
the  House  side  as  counsel  to  the  House  committee — that  was  very, 
very  much  what  our  intention  was  here,  exactly,  to  have  some  al- 
ternate dispute  resolution  procedure. 

What  we  found  out  in  the  last  14  years,  though,  is  that  it  hasn't 
been  as  attractive  to  people  as  we  might  have  hoped  it  would  have 
been,  for  some  very  good  reasons.  So  we  are  opening  it  up  a  little 
bit  more,  still  keeping  it  simple,  still  hopefully  keeping  it  very 
unlitigative,  but  at  the  same  time  making  it  more  attractive  so  that 
we  will  get  more  people  who  are  able  to  enjoy  the  benefits  of  the 
system. 

Senator  Grassley.  And  to  keep  it  out  of  the  courts? 

Mr.  Lehman.  That's  correct. 

Senator  Grassley.  Are  you  considering  any  sort  of — I  would  call 
it  a  "penalty;"  that  may  not  be  the  legal  word  for  people  who  don't 
accept  the  judgment  of  ADR  and  then  go  to  court,  if  they  don't  get 
a  better  deal  out  of  the  court  process?  In  other  words  it  seems  to 
me  that  if  you  don't  have  some  incentive  in  ADR,  once  it's  used, 
to  abide  by  it,  then  you  are  going  to  just  have  it  be  an  unnecessary 
first  step  to  getting  into  the  courts. 

Mr.  Lehman.  Senator,  first  of  all,  it's  not  a  first  step  to  getting 
into  the  courts  because  when  a  third  party — that  is,  someone  other 
than  the  patentee — brings  evidence  to  us  of  prior  art  and  they  say, 
"Reexamine  the  patent  in  light  of  this  prior  art;  we  think  you'll  find 
that  the  patent  is  invalid,"  when  that  third  part  does  that,  they 
agree  that  the  only  judicial  review  that  they  will  have  is  to  the 
Court  of  Appeals  for  the  Federal  Circuit.  So  they  are  taking  away 
a  lot  of  the  normal  rights  that  they  would  already  have. 

Senator  Grassley.  OK;  so  you  already  do  have  some  cutting- 
short  of  the  judicial  process? 

Mr.  Lehman.  That's  correct. 

Senator  Grassley.  OK. 

Mr.  Lehman.  And  it  would  be  virtually  impossible,  I  think,  to 
build  in  more  disincentives  to  use  litigation  because  of  the  problem 
of  standing  here.  Normally,  litigation  arises  when  this  third  party 
who  would  bring  the  examination  request  is  sued  by  the  patentee 
in  litigation.  So  normally  the  people  who  were  expecting  to  make 
use  of  this  expanded  reexamination  procedure  really  have  no  con- 
trol over  whether  they  are  sued  or  not.  This,  in  fact,  enables  them 
to  come  to  us  and  develop  a  defense  that  is  going  to  immunize 
them  from  the  people  who  would  really  sue  them  and  clog  up  the 
courts  and  build  up  the  big  litigation  costs. 

Senator  Grassley.  Thank  you,  Mr.  Chairman. 

Senator  DeConcinl  Thank  you.  Senator  Grassley. 

Commissioner,  thank  you.  As  usual,  you  are  very  helpful  to  us 
here  and  we  will  do  our  best  to  move  these  bills  along.  We  appre- 
ciate your  testimony  today. 

Mr.  Lehman.  Thank  you  very  much. 

Senator  DeConcinl  Our  panel  has  four  representatives:  Mr.  Wil- 
liam Budinger,  president  of  Rodel,  Inc.;  Donald  Banner,  the  former 
Commissioner  of  the  Patent  and  Trademark  Office,  representing 
the  Intellectual  Property  Section  of  the  American  Bar  Association; 
Roger  Smith,  Intellectual  Property  Owners,  Inc.;  and  Gary 
Griswold,  American  Intellectual  Property  Law  Association. 
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Gentlemen,  if  you  would  please  come  forward.  I  am  going  to  ask 
you  to  each  summarize  your  statements  and  ask  you  to  do  so  in 
5  minutes  or  less  so  that  we  can  get  some  questions  here. 

We  will  start  with  you,  Mr.  Budinger.  Welcome. 

PANEL  CONSISTING  OF  WILLIAM  D.  BUDINGER,  PRESIDENT 
OF  RODEL  INC.;  DONALD  BANNER,  THE  FORMER  COMMIS- 
SIONER OF  THE  PATENT  AND  TRADEMARK  OFFICE,  REP- 
RESENTING  THE  INTELLECTUAL  PROPERTY  SECTION  OF 
THE  AMERICAN  BAR  ASSOCIATION;  ROGER  SMITH,  INTEL- 
LECTUAL PROPERTY  OWNERS,  INC.;  AND  GARY  GRISWOLD, 
AMERICAN  INTELLECTUAL  PROPERTY  LAW  ASSOCIATION 

STATEMENT  OF  WILLIAM  D.  BUDINGER 

Mr.  Budinger.  Thank  you,  Mr.  Chairman,  members  of  the  com- 
mittee. My  name  is  Bill  Budinger.  I  think  I  am  one  of  those  two 
guys  in  the  garage  that  we  heard  about  already  today. 

I  am  both  an  inventor  and  a  founder  of  a  small  manufacturing 
company.  As  an  inventor  I  hold  several  dozen  patents  in  the  U.S. 
and  overseas.  I  derive  significant  income  from  licensing  those  pat- 
ents, so  I  am  very  interested  in  a  strong  and  solid  patent  system. 

My  company,  Rodel,  got  its  start  in  my  bathtub  25  years  or  so 
ago,  trying  to  make  some  of  those  inventions.  The  company  grew 
by  its  own  resources  and  today  we  employ  about  300  people  in  the 
United  States  and  another  100  around  the  world.  Our  primary 
products  are  polishing  pads  and  slurries  that  are  used  in  the  elec- 
tronics industry  and  in  the  manufacture  of  microchips  and  LCD 
screens. 

I  am  particularly  proud,  because  as  our  electronics  market  has 
moved  offshore  in  the  1980s,  we  were  forced  to  become  a  global 
company,  unusual  for  a  company  of  our  small  size.  Today  we  sell 
most  of  our  products  overseas  or  to  foreign-owned  companies,  and 
our  competitors  have  names  like  Dai  Ichi,  Samsung,  Fujibo, 
Mitsubishi,  and  Marubeni.  That  is  a  very  difficult  environment  for 
a  small  American  company  to  work  in,  and  we  have  recently  dis- 
covered a  new  challenge  in  that  environment  that  occurs  in  our  in- 
tellectual property  law,  which  is  what  brings  me  here  today.  I 
would  like  to  relate  to  you  a  specific  case  example  of  what  has  oc- 
curred for  us,  and  which  in  fact  perhaps  addresses  some  of  Mr. 
Grassley's  earlier  questions. 

For  years  our  company  has  been  manufacturing  one  of  its  prin- 
cipal products  by  using  a  process  involving  heat.  When  we  first 
began  making  the  product  almost  20  years  ago  it  did  not  seem  to 
us  that  it  was  a  patentable  process.  In  any  event,  we  understood 
American  patent  law  to  be  such  that  when  one  has  been  commer- 
cially using  a  process  for  more  than  a  year,  it  is  no  longer  patent- 
able; at  least,  that's  what  we  thought.  What  we  did  not  reahze  was 
that  the  law  is  unclear  as  to  whether  or  not  that  process  would  be 
patentable  by  somebody  else.  It  cannot  be  patented  by  us,  but  we 
didn't  know  that  it  was  possible  that  someone  else  could  still  pat- 
ent it. 

Last  year,  we  learned  that  a  company  which  had  been  copying 
our  product  had  filed  for  patents  in  their  home  country,  and  had 
received  U.S.  counterpart  patents  in  the  United  States,  and  these 
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patents  specifically  described  our  process,  and  in  particular  the  use 
of  heat.  Frankly,  we  didn't  think  much  about  that  when  we  first 
learned  of  the  patents  because  we  thought  we  were  protected  from 
our  earlier  use.  In  a  conversation  I  had  with  our  patent  counsel  one 
day,  just  kind  of  casually  I  mentioned  that  thing  and  he  said, 
"Whoa,  Bill,  you  better  let  me  take  another  look  at  it."  He  did,  and 
he  said,  'Tou  may  have  a  problem.  It  is  possible  that  because  your 
process  is  not  published  anywhere,  that  this  patent  could  be  valid." 
Frankly,  I  was  so  astonished  by  that,  I  checked  with  a  different 
patent  counsel  and  got  the  same  response. 

So  what  we  have  learned  is  that  a  foreign  company  was  able  to 
get  a  patent  on  our  process,  one  that  we  had  been  using  for  years, 
and  that  it's  possible  that  that  patent  could  be  valid  and  it's  pos- 
sible that  that  patent  could  be  enforced  and  could  stop  us  from 
doing  what  we've  been  doing  for  20  years.  If  that  were  to  happen, 
that  seems  like  a  gross  miscarriage  of  justice  of  what  we  under- 
stood about  the  protection  offered  by  American  patent  law. 

Kind  of  like  Rodel,  I  think  many  small  U.S.  firms  are  not  aware 
of  the  problem,  just  as  we  were  not.  They  don't  realize  that  U.S. 
inventors  believe  that  if  they  were  first,  or  if  they  have  been  using 
the  technology  for  more  than  a  year,  that  they  are  safe.  The  fact 
is  that  they're  not  safe. 

This  bill,  S.  2272,  is  an  attempt  to  create  a  prior  user  right  in 
the  same  manner  that  our  foreign  competitors  have,  because  one 
of  the  other  things  we  learned  from  our  patent  counsel  was  that 
even  though  we  run  the  risk  of  having  their  patents  enforced 
against  us,  they  don't  have  the  same  situation  in  their  country. 

I  would  like  to  say  just  one  more  thing  in  closing.  The  question 
has  come  up  whether  this  is  only  referring  to  the  1  percent  of  the 
inventions  that  don't  get  patented.  From  a  small  business  perspec- 
tive I  would  have  to  say  that  most  inventions  do  not  get  patented. 
Most  inventions  are  little  things;  they  are  not  great  big  things  like 
the  light  bulb  or  the  transistor.  They're  the  little,  tiny  things  that 
go  into  making  a  commercial  product. 

Senator  Grassley.  Is  that  statement  in  regard  to  my  question 
that  I  asked  the  Commissioner? 

Mr.  BUDINGER.  Yes,  sir. 

Senator  Grassley.  Thank  you  very  much. 

Mr.  BUDINGER.  And  these  little  things,  if  we  were  forced  to  pat- 
ent them,  would  cost  us  a  fortune  because  if  we're  global,  we  can't 
only  patent  them  in  the  United  States;  we  have  to  patent  them  all 
over  the  world.  Once  we  get  a  U.S.  patent,  all  our  foreign  competi- 
tors can  read  it.  If  we  don't  have  patents  in  their  country,  they 
would  be  free  to  use  our  technology.  The  cost  of  patenting  overseas 
is  immense.  To  get  patent  coverage  for  just  one  invention  in  Europe 
costs  $88,000  in  application  and  maintenance  fees. 

Thank  you  very  much. 

[The  prepared  statement  of  William  D.  Budinger  follows:] 

Prepared  Statement  of  William  D.  Bltdinger 

summary  of  statement 

1.  Small  American  enterprises  that  develop  proprietary  manufacturing  technology 
run  a  real  risk  of  losing  their  right  to  continue  using  that  technology. 
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2.  The  problem  emerges  when  another  company  later  acquires  and  patents  the 
same  technology.  Existing  patent  law  is  at  best  unclear  about  the  patentability  of 
proprietary  technology  that  has  been  in  earlier  non-public  use  by  others.  Many  pat- 
ent attorneys  believe  that  valid  patents  may  be  obtained  on  such  old  technology, 
provided  it  is  not  old  to  the  patentee  and  not  publicly  known. 

3.  Such  patents  could  then  be  enforced  against  the  original  users  of  the  tech- 
nology. 

4.  The  existing  possible  defenses  to  this  problem  are  impractical  or  undesirable: 

a.  Publish  everything — gives  competitors  free  access  to  all  the  enterprise's  hard 
earned  technology. 

b.  Patent  everything — must  be  world-wide  to  be  effective.  Would  be  financially  im- 
possible for  most  small  enterprises. 

c.  Move  manufacturing  offshore,  out  of  harm's  way. 

5.  Our  foreign  trading  partners  have  already  solved  this  problem  by  granting 
"prior  user  rights"  to  their  domestic  manufacturing. 

6.  The  U.S.  needs  to  grant  this  same  protection  to  enterprises  that  are  manufac- 
turing in  the  United  States. 

7.  The  Prior  User  Rights  Act  of  1994  (S.  2272)  provides  such  protection  in  a  man- 
ner designed  to  protect  the  rights  of  both  a  prior  user  and  a  legitimate  inventor- 
patentee. 


Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  Bill  Budinger. 
I  am  both  an  inventor  and  the  founder  of  a  small  manufacturing  company.  As  an 
inventor  I  hold  several  dozen  patents  in  the  U.S.  and  overseas.  I  derive  significant 
income  from  licensing  some  of  those  patents.  I  am  very  interested  in  maintaining 
a  strong  patent  system  and  strong  patents. 

My  company,  Rodel,  got  its  start  in  my  bathtub  25  years  ago  trying  to  make  one 
of  those  inventions.  The  company  grew  by  its  own  resources  and  today  employs 
about  300  people  in  the  U.S.,  another  100  around  the  world.  Our  primary  products 
are  polishing  pads  and  slurries  that  are  used  by  the  electronics  industry  in  the  man- 
ufacture of  micro-chips,  LCD  screens,  and  memory  storage  devices. 

I  am  here  today  partly  as  a  result  of  our  effort  to  supply  our  markets  as  those 
markets  moved  overseas.  In  1979,  90  percent  of  our  customers  were  American.  In 
the  1980's,  most  of  these  customers  went  bankrupt,  got  bought  out,  or  moved  off- 
shore. Survival  for  us  meant  becoming  global  and  learning  how  to  compete  with 
firms  like  Dai  Ichi,  Fujibo,  Fujimi,  Marubeni  and  Mitsubishi.  It  meant  learning  how 
to  make  products  with  quality  that  was  better  than  the  best  in  Asia.  It  meant  trying 
to  persuade  a  foreign  customer  to  buy  American — while  our  foreign  competitors 
waited  in  his  lobby.  My  company  exists  today  because  we  were  successful.  Today, 
the  majority  of  our  business  is  supplying  products  to  foreign  owned  customers.  We 
have  a  huge  export  surplus.  In  fact,  I  am  pleased  to  report  that  our  American-made 
products  are  preferred  in  Asia  even  over  locally  made  products — so  much  so  that 
in  our  specialty  we  sell  more  in  Asia  than  all  of  our  Asian  competitors  combined. 
It  is  not  possible  to  buy  an  electronic  product  made  anywhere  in  tne  world  that  was 
not  made  with  at  least  one  of  our  products. 

The  issue  that  brings  me  here  today  is  concern  about  the  vulnerability  of  our  com- 
pany and  many  other  smaill  American  enterprises  in  the  intellectual  property  area. 

Partly  because  of  our  success  in  Asia,  our  Asian  competitors  have  shown  a  keen 
interest  in  our  technology.  About  a  year  ago  we  were  astonished  to  learn  that  it  was 
possible  for  them  to  get  a  U.S.  patent  on  part  of  our  manufacturing  process  and 
then  stop  us  from  mafing  what  we  had  been  making  for  years. 

Here  is  what  happened: 

For  years  our  company  has  been  manufacturing  one  of  its  principal  prod- 
ucts by  using  a  process  involving  heat.  When  we  first  began  making  the 
product  almost  20  years  ago,  it  did  not  occur  to  us  that  something  as  simple 
as  a  particular  heating  process  might  be  patentable.  In  any  event,  we  un- 
derstood American  patent  law  to  say  that  after  one  has  been  commercially 
using  a  process  for  more  than  one  year,  it  can  no  longer  be  patented.  What 
we  did  not  realize  was  that  the  law  is  not  clear  about  whether  everyone 
else  also  loses  the  right  to  patent  the  process.  Last  year  we  learned  that 
a  company  which  has  not  previously  made  a  product  using  such  a  process 
may  not  be  similarly  barred  from  filing  for  a  patent.  We  learned  because 
it  happened.  A  few  yeeirs  ago,  a  foreign  competitor  filed  a  patent  in  their 
own  country  claiming  the  use  of  heat.  They  then  filed  for  and  received  a 
U.S.  counterpart  patent.  We  now  find  ourselves  facing  a  new  U.S.  patent 


19 

on  a  process  that  we  developed  20  years  ago  and  have  been  using  ever  since 
to  make  products  in  our  plant.  The  foreign  company  that  holds  the  new  pat- 
ent is  a  huge  corporation.  It  dwarfs  our  small  enterprise.  If  they  choose  to 
enforce  their  patent,  they  have  the  financial  horsepower  to  overwhelm  us. 
There  is  no  clear  U.S.  law  that  protects  us.  Our  attorneys  tell  us  that  under  ; 
existing  U.S.  law,  the  holder  of  a  valid  patent  on  our  process  would  prob-  ., 
ably  be  able  to  stop  our  production. 

Our  efforts  to  compete  globally  have  stirred  up  an  intense  interest  by  some  for- 
eign firms  in  our  technology  and  the  U.S.  patent  system.  We  were  surprised  to  learn 
that  they  could  use  patents  in  a  way  we  never  expected.  Indeed,  most  small  U.S. 
firms  do  not  yet  compete  globally  (or  even  with  large  multi-national  firms)  and  are 
not  yet  aware  of  the  problem.  As  was  our  case,  most  U.S.  inventors  mistakenly  be- 
lieve that  if  they  were  first  or  have  been  using  technology  for  more  than  a  year, 
it  cannot  be  successfully  patented  by  another.  Most  of  us  are  not  aware  that  our 
use  of  technology  is  not  necessarily  a  bar  to  some  one  else  coming  along  much  later 
and  getting  a  patent  on  it. 

The  situation  is  particularly  acute  for  smaller  enterprises.  Most  manufacturers, 
especially  small  manufacturers,  do  not,  and  indeed  cannot,  patent  all  their  tech- 
nology. Patents  are  expensive  and  their  prosecution  takes  precious  time  away  from 
management  or  new  innovation.  Inventors  and  small  companies  generally  try  to  pat- 
ent only  those  inventions  that  they  intend  to  sell  on  the  open  market.  The  hundreds 
or  thousands  of  little  innovations  that  are  incorporated  in  their  tooling,  processing, 
or  intermediate  materials  are  rarely  patented.  If  smadl  companies  were  required  to 
patent  everything  they  intend  to  continue  using,  they  would  have  to  submit  every 
piece  of  their  technology  for  review  by  patent  attorneys.  Such  reviews  (and  the  re- 
sulting defensive  patents)  would  be  prohibitively  expensive. 

The  growing  reach  of  globed  competition  means  we  cannot  ignore  this  problem. 
Small  enterprises  are  the  spawning  grounds  for  our  economic  future.  More  and 
more,  the  survival  of  America's  small  enterprises  will  depend  upon  their  global  com- 
petitiveness. This  issue  strikes  at  the  heart  of  that  competitiveness — the  cost  and 
effectiveness  of  protecting  hard  earned  technology.  None  of  our  major  foreign  com- 
petitors operate  under  the  disadvantage  we  have.  To  protect  their  technology,  our 
foreign  competitors  need  only  keep  it  confidential.  Their  laws  assure  them  the  right 
of  continued  use  even  if  someone  later  comes  along  and  gets  a  patent.  On  the  other 
hand,  under  American  law,  in  order  to  be  assured  the  right  of  continued  use,  we 
must  publish  our  technology  either  openly  or  in  the  form  of  patents.  But  even  if  we 
could  afford  to  file  for  U.S.  patents  on  everjdhing  we  do,  filing  creates  a  new  danger. 
Since  our  foreign  competitors  are  free  to  read  U.S.  patents  (and  soon  even  our  appli- 
cations may  be  published),  they  gain  immediate  access  to  our  technology.  If  we  are 
required  to  defensively  patent  all  our  processes,  the  only  way  we  can  globally  pro- 
tect ourselves  is  to  file  counterpart  patents  all  over  the  world.  The  burden  is  huge. 
The  cost  of  obtaining  fiill  European  patent  coverage  for  iust  one  invention  is  $88,000 
in  application  and  maintenance  fees  alone.  That  doesnt  include  Asia,  it  doesn't  in- 
clude the  costs  of  translation  or  legal  fees,  and  it  doesn't  include  any  of  the  costs 
of  enforcement.  In  the  real  world,  defensive  patenting  is  just  not  a  viable  option  for 
small  U.S.  companies  operating  in  a  global  marketplace.  We  must  be  able  to  develop 
technology  and  keep  it  confidential  without  fear  that  it  can  be  taken  away  from  us. 

America's  major  trading  partners  have  already  addressed  this  issue  and  protected 
themselves.  They  can  safely  keep  their  technology  confidential  because  they  have 
added  "prior  user  rights"  to  their  patent  laws.  Under  a  prior  user  right,  if  a  patent 
issues  and  someone  else  can  prove  that  he  has  been  using  the  technology  since  be- 
fore the  priority  date,  the  law  allows  continuation  of  that  prior  use.  As  things  stand 
now,  if  we  get  a  patent  on  their  technology,  their  prior  user  right  allows  them  to 
keep  operating.  If  they  get  a  patent  on  our  technology,  they  can  shut  us  down. 

The  problem  can  be  easily  fixed  by  incorporating  prior  user  rights  into  American 
patent  law.  Senate  bill  S.  2272  does  just  that.  S.  2272  is  a  bill  that  has  been  crafted 
to  take  into  account  the  concerns  of  the  major  parties  at  interest.  It  will  grant  to 
American  enterprise  a  cleairly  defined  and  limited  prior  user  right.  It  gives  Amer- 
ican enterprise  the  same  protection  for  intellectual  property  that  our  trading  part- 
ners have  already  granted  to  their  own  industry. 

Thank  you.  I  look  forward  to  answering  your  questions. 

Senator  DeConcini.  Mr.  Budinger,  thank  you. 
Mr.    Banner,   welcome   to   the   committee   again.   We're   always 
pleased  to  have  you,  Commissioner. 
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STATEMENT  OF  DONALD  BANNER 

Mr.  Banner.  Thank  you,  Mr.  Chairman,  Mr.  Grassley.  I  am  very 
pleased  to  be  here. 

I  am  very  grateful  to  be  here.  I  didn't  know  I  was  going  to  be 
here  until  about  17  hours  ago.  I  am  pleased  to  be  here  representing 
the  American  Bar  Association. 

Senator  DeConcini.  I'm  kind  of  sorry  you're  here.  I  was  dis- 
appointed with  the  section  in  New  Orleans.  I'm  always  glad  to  have 
you  here,  but — [Laughter.] 

Mr.  Banner.  I'm  sure  you  say  that  in  just  a  general  sense,  not 
personally. 

Senator  DeConcini.  Not  personally.  [Laughter.] 

Mr.  Banner.  We  have  352,000  members  in  the  American  Bar  As- 
sociation and  I  am  happy  to  be  representing  them  here  today,  in 
addition  to  the  section  of  12,000  in  intellectual  property. 

My  statement,  however,  in  support  of  the  American  Bar  Associa- 
tion is  limited  to  the  prior  user  rights  bill,  S.  2272.  If  I  may,  I 
would  like  to  submit  a  formal  statement  at  a  later  date. 

I  also  have  some  comments  on  the  reexamination  bill  if  you 
would  like  to  hear  them,  but  they  would  be  personal  recommenda- 
tions rather  than  anything  else. 

It  would  appear  from  what's  been  said  here  already  that  every- 
body in  the  world  is  in  favor  of  this.  That's  simply  not  true.  It  is 
simply  not  true  that  all  this  came  up  recently  because  of  small 
business.  This  very  precise  issue  was  before  the  American  Bar  As- 
sociation in  1968,  precisely  this  issue,  and  it  was  at  that  time  that 
the  American  Bar  Association  took  a  position  and  said  that  this 
was  bad  for  the  United  States  of  America.  If  it's  the  greatest  thing 
since  the  plaid  cummerbund,  why  are  all  of  the  inventors'  groups — 
at  least  that  I  know  about — against  it?  Why  are  universities 
against  it,  in  addition  to  the  ABA? 

I  have  some  thoughts  on  this  subject.  We  heard  about  the  royalty 
free  license  to  people  who  are  first  inventors;  that's  not  true.  This 
has  nothing  to  do  with  being  the  first  inventory.  This  is  to  anyone 
who  fits  into  that  category,  anyone,  prior  to  the  filing  date  of  the 
patent.  It's  not  limited  to  the  first  inventor;  in  fact,  it's  not  even 
limited  to  an  inventor.  The  person  who  would  get  the  prior  user 
right  could  have  bought  it  or  licensed  it  from  somebody  else — for 
example,  a  foreign  competitor. 

It  applies  even  though  the  patentee  had  conceived  his  invention 
before  the  user  started  to  use  it,  and  diligently  worked  to  reduce 
his  work  to  practice.  That's  grossly  unfair.  We  work  on  a  concep- 
tion-diligence-commercial value,  and  then  file  system  in  this  coun- 
try, and  everybody  knows  that. 

There  are  practical  reasons  why  we  should  oppose  this,  and  log- 
ical reasons.  For  practical  reasons,  the  prior  user  right  would  de- 
stroy the  value  of  the  patent  to  patent  licensors;  for  example,  if  you 
were  a  patent  owner  and  you  found  out  that  Greneral  Electric  had 
a  royalty-free  nonexclusive  license,  what  do  you  think  your  royalty 
rate  would  be  when  you  went  to  Westinghouse?  I'll  tell  you,  it 
would  be  zero. 

If  the  public  use  defense  is  asserted,  it  is  very  possible  that  this 
poor  individual,  this  patent  owner,  would  have  to  go  to  court  to 
prove  it.  Yes,  it  is  true  that  the  patent  user  right  assertor  would 
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have  to  have  the  burden,  but  he  still  could  have  to  make  the  man 
go  to  court  to  do  it.  That  doesn't  make  anv  sense. 

Now,  let  us  be  sure  about  one  thing.  The  prior  user  persons  can 
protect  themselves.  Very  simply,  if  they  don't  suppress  or  conceal 
whatever  it  is  that  they're  doing,  then  they  have  complete  protec- 
tion as  prior  art  under  section  102(g).  They  could  file  a  patent;  they 
could  publish  a  technical  paper,  for  example,  that  need  not  identify 
the  company;  they  could  give  plant  tours;  they  could  take  their 
chances  like  other  people  have  aone  over  the  years  that  somebody, 
A,  might  get  a  later  patent,  and  B,  assert  it  against  him  because 
he  discovered  the  secret  use,  which  can't  be  very  often  because 
there  are  very  few  cases,  if  any,  on  this  subject.  There  are  no  num- 
bers. It  isn't  a  question  that  little  things  can't  be  patented;  we're 
talking  about  things  that  are  patentable  being  used  by  somebody, 
and  then  have  somebody  assert  that  against  them. 

Why  protect  the  secret  user?  He  does  nothing  to  increase  the 
technical  data  base  available  to  the  country,  does  not  promote 
progress  of  the  useful  arts.  S.  2272,  we  respectfully  urge,  should 
not  be  enacted. 

With  respect  to  S.  2341,  my  statement — once  again,  personal  in 
nature — the  section  on  intellectual  property  law  has  passed  resolu- 
tions of  various  kinds  which  support  almost  every  provision  in  that 
bill.  The  only  provision  that  is  not  supported  by  resolutions  is  the 
provision  with  respect  to  having  the  third  party  given  a  right  to  ap- 
peal. That's  the  only  difference.  There  was  such  a  resolution  before 
the  section  which  was  defeated,  but  I  can't  remember,  unfortu- 
nately, why  it  was  defeated  because  it  happened  in  1985. 

Thank  you.  Senator. 

Senator  DeConcini.  Mr.  Banner,  thank  you  very  much. 

Mr.  Smith? 

STATEMENT  OF  ROGER  S.  SMITH 

Mr.  Smith.  Thank  you,  Mr.  Chairman.  My  name  is  Roger  Smith 
and  I  represent  Intellectual  Property  Owners  this  morning.  I  am 
currently  the  president  of  IPO;  I  am  also  assistant  general  counsel 
for  IBM  for  intellectual  property  affairs. 

As  you  know,  IPO  is  a  nonprofit  association  that  represents  com- 
panies and  individuals  who  own  patents,  copyrights,  trademarks, 
and  trade  secrets.  IPO  members  are  responsible  for  a  substantial 
portion  of  the  private  research  and  development  that  is  currently 
performed  in  the  U.S. 

We  strongly  support  S.  2272.  I  am  not  able  to  speak  on  behalf 
of  IPO  with  respect  to  the  reexamination  bill,  but  with  your  indul- 
gence I  will  make  a  brief  comment  on  behalf  of  my  company  after 
I  complete  this. 

We  in  IPO  believe  that  S.  2272  is  important  legislation.  By  clari- 
fying the  rights  of  prior  users  in  the  U.S.,  this  bill  will  greatly  help 
provide  certainty  about  rights  in  technology  that  is  sorely  needed 
today. 

S.  2272  provides  the  U.S.  manufacturer  a  personal  defense 
against  infringement  in  limited  circumstances  that  have  alreadv 
been  described.  But  the  principal  area  of  interest,  of  course,  is  witn 
respect  to  trade  secrets.  It  is  not  clear  under  existing  law  that  a 
prior  user  whose  use  does  not  create  a  patent-defeating  public  dis- 
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closure  can  continue  that  use  in  the  face  of  a  later-filed  patent. 
Clarification  of  the  point  has  been  needed  for  years,  but  we  know 
of  no  case  yet  that  deals  squarely  with  it.  In  our  view,  the  statutory 
right  provided  in  S.  2272  is  the  correct  solution. 

S.  2272  is  a  carefully  crafted  bill  that  protects  the  interests  of 
both  patent  owners  and  trade  secret  owners.  Sometimes  people — 
including  my  good  friend,  Mr.  Banner —  have  a  knee-jerk  response 
that  protecting  prior  users  of  trade  secrets  will  exalt  secrecy  over 
disclosure  and  defeat  the  bargain  element  or  the  bargain  theory  of 
the  patent  system.  We  believe  that  trade  secret  use  of  technology 
cannot  be  dismissed  as  necessarily  less  beneficial  to  society  than 
publicly-disclosed  use.  Many  important  technological  achievements, 
notably  processes,  can  only  be  effectively  exploited  through  secret 
use.  Processes  are  naturally  practiced  away  from  the  public  view 
in  most  cases;  and  this,  by  the  way,  is  not  only  true  of  inventors' 
processes,  it  is  true  of  infringers'  processes.  Patents  covering  proc- 
esses, consequently,  are  very  difficult  to  enforce,  so  they  do  not  pro- 
vide meaningful  protection  in  many  cases. 

A  U.S.  manufacturer  should  not,  in  our  view,  be  expected  to  dis- 
close proprietary  technology  to  the  world,  including  his  foreign 
competitors,  through  the  vehicle  of  a  hard-to-enforce  U.S.  patent  in 
order  to  assure  his  continued  personal  right  to  use  that  technology 
in  this  country. 

We  believe  that  if  S.  2272  is  enacted,  the  incentive  to  patent  sub- 
stantial and  protectable  and  enforceable  inventions  will  not  be 
changed.  Inventors  will  not  feel  compelled  to  file  patent  applica- 
tions on  minor  inventions  that  they  make  during  routine  product 
development,  as  they  would  today,  as  they  are  today.  On  the  other 
hand,  the  incentive  to  obtain  patent  protection  where  it  can  be  ef- 
fectively exploited  by  the  right  to  exclude  or  to  reap  the  royalty  re- 
ward that  is  provided  by  the  patent  system  will  continue  to  far  out- 
weigh the  incentive  to  maintain  secrecy.  After  all,  trade  secret  pro- 
tection does  not  prevent  other  parties  from  independently  creating 
an  invention  and  from  using  it.  Moreover,  when  the  secret  becomes 
known,  its  value  is  gone.  This  is  an  inherently  risky  protective 
mechanism  and  not  one  that  we  would  expect  people  to  use  where 
the  risk  cannot  be  tolerated. 

The  prior  user  right  in  the  United  States  doesn't  insulate  a  man- 
ufacturer against  foreign  patents  on  foreign  soil. 

Nonmanufacturing  patent  owners  have  expressed  fears  in  the 
past  that  prior  user  rights  might  undercut  licensing  value  of  pat- 
ents, but  we  don't  believe  that  there  is  substantial  reason  for  con- 
cern, particularly  if  the  rights  are  limited,  as  is  provided  in  S. 
2272.  Experience  abroad  suggests  that  prior  user  conflicts  rarely 
occur.  But  it  isn't  the  frequency  of  occurrence,  it's  the  possibility  of 
occurrence  that  we  need  protection  against.  This  is  a  "bet  your 
company"  situation  if  you  have  geared  up  to  manufacture  some- 
thing important,  and  you  discover  after  you've  spent  a  great  deal 
of  time,  money  and  effort,  that  your  manufacturing  rights  have 
been  cut  off  by  a  patent  owned  by  a  third  party. 

Mr.  Chairman,  we  think  that  this  is  a  good  bill  and  we  think 
that  it  is  helpful  to  the  U.S.  We  urge  that  it  be  passed. 

With  respect  to  the  reexamination  bill,  I  would  just  like  to  say 
on  behalf  of  IBM  that  we  enthusiastically  support  that  bill.  We 
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think  it  is  good  legislation.  We  think  there  is  a  great  need  for  more 
inter  partes  activity  in  reexamination  to  prevent  the  basic  unfair- 
ness tnat  now  exists. 

Thank  you. 

[The  prepared  statement  of  Roger  S.  Smith  follows:] 

Prepared  Statement  of  Roger  S.  Smith 

summary  of  statement 

•  PO  Strongly  supports  S.  2272,  the  "Patent  Prior  User  Rights  Act  of  1994. 

•  S.  2272  is  a  carefully  crafted  bill  that  clarifies  existing  law  and  protects  the  in- 
terests of  both  trade  secret  owners  and  patent  owners.  Secret  use  of  technology 
cannot  be  dismissed  as  necessarily  less  beneficial  to  society  than  publicly  dis- 
closed use. 

•  Particularly  in  the  case  of  process  inventions,  for  which  trade  secret  protection 
is  often  a  better  alternative  than  patenting,  the  prior  user  right  of  S.  2272  will 
improve  the  climate  for  innovation  by  enabling  the  first  domestic  commercial 
user  to  protect  its  investment  in  research,  development  and  commercialization 
at  a  lower  cost. 

•  Most  of  our  major  trading  partners  have  prior  user  rights  similar  to  those  pro- 
posed in  S.  2272,  and  those  systems  of  prior  user  rights  work  well. 

•  The  bill  will  benefit  large  and  small  U.S.  manufacturing  concerns  without  un- 
dercutting the  licensing  value  of  patents. 

•  The  bill  provides  definitions  and  limitations  that  will  prevent  any  abuses  of  the 
prior  user  right. 

•  The  competitive  pressures  on  U.S.  businesses  are  such  that  Congress  should 
move  ahead  with  S.  2272  separately  from  the  other  patent  system  reforms  now 
on  the  drawing  board. 


Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  Roger  S. 
Smith.  I  appreciate  the  opportunity  to  testify  on  behalf  of  Intellectual  Property 
Owners  (IPO).  I  am  Assistant  General  Counsel  for  Intellectual  Property  at  IBM  Cor- 
poration and  the  current  president  of  IPO.  IPO  is  a  non-profit  association  that  rep- 
resents companies  and  individuals  who  own  patents,  trademarks,  copyrights,  and 
trade  secrets.  IPO  members  are  responsible  for  a  substantial  portion  of  the  private 
research  and  development  performed  in  the  United  States. 

IPO  strongly  supports  S.  2272,  the  Patent  Prior  User  Rights  Act  of  1994.  Al- 
though IPO  also  is  very  interested  in  the  topic  of  patent  reexamination,  the  associa- 
tion has  not  yet  developed  a  position  on  S.  2341,  the  Patent  Reexamination  Reform 
Act  of  1994.  With  your  permission  I  will  offer  some  brief  personal  comments  on  S. 
2341  at  the  end  of  my  statement.  IPO  may  wish  to  submit  written  comments  on 
reexamination  at  a  later  date. 

PRIOR  USER  rights  IN  GENERAL 

We  believe  the  Patent  Prior  User  Rights  Act  of  1994  is  important  legislation  that 
will  materially  improve  the  functioning  of  United  States  patent  and  trade  secret 
laws.  The  bill  strikes  a  balance  between  the  rights  of  patent  owners  and  the  rights 
of  prior  users  of  patented  inventions,  who  include  trade  secret  owners.  By  clarifying 
the  rights  of  prior  users  in  the  United  States,  the  bill  if  enacted  will  provide  greatly 
needed  certainty  about  rights  in  technology  and  reduce  the  expense  of  protecting  in- 
tellectual property. 

In  essence,  S.  2272  provides  that  a  U.S.  manufacturer  will  not  be  liable  for  in- 
fringement of  a  patent  owned  by  another  party  if  the  manufacturer  commercially 
uses  the  patented  invention,  or  makes  effective  and  serious  preparation  to  use  it, 
before  the  other  party  files  for  a  patent.  It  is  not  clear  that  existing  law  is  different 
from  this,  but  neither  is  it  clear  under  existing  law  that  a  prior  user  whose  use  does 
not  create  a  pubUc  disclosure  can  continue  that  use  in  the  face  of  a  later  filed  pat- 
ent. 

Clarification  of  the  point  has  been  needed  for  years,  but  we  know  of  no  case  that 
deals  squarely  with  it.  Globalization  of  the  economy  and  the  high  cost  of  patent  liti- 
gation have  added  urgency  to  the  need  for  clarification.  The  statutory  right  in  S. 
2272  to  continue  to  use  technology  in  the  face  of  later  filed  patent  applications  is 
the  best  solution. 
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PROTECTING  TRADE  SECRET  OWNERS 

S.  2272  is  a  carefully  crafted  bill  that  protects  the  interests  of  patent  owners  and 
trade  secret  owners.  Under  current  law,  prior  users  of  trade  secrets  and  other  tech- 
nology that,  by  its  nature,  is  practiced  away  from  the  public's  view  cannot  be  con- 
fident that  another  party  will  not  patent  the  technology  and  sue  them  for  patent 
infringement.  Sometimes  people  have  a  knee  jerk  response  that  protecting  prior 
users  of  trade  secrets  will  exalt  secrecy  over  the  public  disclosure  of  inventions  that 
is  encouraged  by  the  patent  system,  and  that  the  bargain  theory  of  the  patent  right 
will  be  frustrated. 

We  believe  secret  use  of  technology  cannot  be  dismissed  as  necessarily  less  bene- 
ficial to  society  than  publicly  disclosed  use.  Many  important  technological  achieve- 
ments— notably  processes — can  only  be  effectively  exploited  through  secret  use. 
Processes  are  naturally  practiced  away  from  the  public's  view  in  most  cases.  Patents 
covering  them  consequently  are  very  difficult  to  enforce,  so  process  patents  often  do 
not  provide  meaningnil  protection. 

The  Supreme  Court  of  the  United  States  in  its  landmark  1974  opinion  in  Kewanee 
Oil  Co.  articulated  how  patent  law  and  trade  secret  law  both  encourage  innovation. 
Patent  law,  the  court  explained,  promotes  innovation  by  offering  a  right  to  exclude 
competitors  for  a  limited  period  of  time  and  inducing  public  disclosure  of  patented 
inventions.  The  court  recognized,  however,  that  trade  secret  protection  for  inven- 
tions that  could  have  been  patented  does  not  conflict  with  the  patent  policy  of  public 
disclosure  of  technology.  The  court  said: 

Trade  secret  law  and  patent  law  have  co-existed  in  this  country  for  over 
100  years.  Each  has  its  particular  role  to  play,  and  the  operation  of  one 
does  not  take  away  from  tne  need  of  the  other  *  *  ♦ 

A  U.S.  manufacturer  should  not  be  expected  to  disclose  its  proprietary  processes 
to  the  world,  including  foreign  competitors,  through  the  vehicle  of  hard-to-enforce 
patents  in  order  to  assure  the  continued  right  to  use  them  in  this  country. 

In  addition  to  processes,  there  is  a  need  to  protect  other  innovations  in  which  sig- 
nificant investments  are  made  during  the  period  that  they  are  under  development 
and  before  public  use  assures  their  protection  against  subsequent  inventors.  S.  2272 
accomplishes  this  in  a  fair  way  by  protecting  effective  and  serious  preparation  for 
use.  This  obviates  the  need  for  a  manufacturer  to  incur  the  expense  of  patenting 
every  minor  improvement  or  publishing  a  disclosure  of  every  minor  improvement  in 
order  to  defeat  the  right  of  others  to  obtain  a  patent. 

If  S.  2272  is  enacted,  the  incentive  to  patent  substantial,  protectible  inventions 
will  be  unchanged.  Inventors  may  not  feel  compelled  to  file  as  many  patent  applica- 
tions on  minor  inventions,  such  as  improvements  made  during  routine  product  de- 
velopment, as  thev  would  if  a  prior  user  right  were  not  assured.  On  the  other  hand, 
the  mcentive  to  obtain  patent  protection  where  it  can  be  effectively  exploited  by  the 
rights  to  exclude  or  to  reap  royalties  will  continue  to  far  outweigh  the  incentive  to 
maintain  secrecy.  Trade  secret  protection  does  not  prevent  other  parties  from  inde- 
pendently creating  an  invention  and  using  it  in  the  United  States.  A  prior  user  right 
in  the  United  States  does  not  insulate  a  manufacturer  from  exclusion  from  all  for- 
eign markets  by  foreign  patents  filed  later  by  other  parties. 

PRIOR  USER  RIGHTS  ABROAD 

Prior  user  rights  provisions  are  common  in  foreign  patent  systems.  A  study  of  46 
countries  by  the  World  Intellectusd  Property  Organization  in  Geneva  in  1988  reveals 
that  the  vast  majority  have  a  right  in  their  patent  laws  to  use  a  patented  invention 
based  on  possession,  use,  or  preparation  for  use  before  the  filing  date  or  priority 
date.  In  certain  countries — for  example,  Belgium  and  France — prior  user  rights  are 
too  broad  because  a  prior  user  right  is  recognized  for  a  party  who  merely  possesses 
knowledge  of  the  invention  earlier  than  the  patent  filing  date.  Such  overbroad  prior 
user  rights  need  to  be  reined  in  through  international  negotiations  because  they  di- 
minish the  value  of  exclusive  patent  rights. 

Most  of  our  major  trading  pairtners,  however,  have  prior  user  rights  similar  to 
those  proposed  in  S.  2272,  and  those  systems  work  well.  Litigation  involving  en- 
forcement of  prior  user  rights  is  rare  in  other  countries,  and  such  litigation  will  not 
become  significant  in  the  United  States.  S.  2272,  consistent  with  the  approach  used 
in  other  countries,  limits  the  rights  to  those  parties  who  have  commercially  used 
or  made  effective  and  serious  preparation  for  commercial  use  in  this  country.  For- 
eign countries  base  their  prior  user  rights  on  the  earlier  of  the  domestic  patent  ap- 
plication filing  date  or  Paris  Convention  priority  date,  as  does  S.  2272.  Other  coun- 
tries do  not  give  patent  owners  compensation  for  use  of  patents  by  prior  users,  who 
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in  many  cases  are  the  first  inventor  and  advance  the  public  interest  by  manufactiir- 
ing.  S.  2272  is  correct  in  adopting  that  policy  too. 

PROVISIONS  IN  S.  2272 

The  definitions  and  the  qualifications  on  prior  user  rights  proposed  in  S.  2272  are 
satisfactory. 

For  example,  the  term  "commercially  used"  is  defined  to  include  the  use  of  proc- 
esses, equipment,  tooUng,  and  intermediate  materials  in  the  design,  testing,  or  pro- 
duction of  commercial  products.  The  definition  makes  clear  that  commercial  use  in- 
cludes use  that  is  maintained  as  a  trade  secret.  "Effective  and  serious  preparation" 
has  to  involve  reduction  to  practice  of  the  invention  plus  serious  plans  for,  and  a 
significant  investment  in,  commercial  use. 

Preparations  for  commercied  use  that  are  substantied  and  material  should  give 
rise  to  prior  user  rights,  provided  they  represent  activity  toward  actueJ  commer- 
cialization as  opposed  to  mere  plans  or  preliminary  efforts  toward  subsequent  activ- 
ity. We  endorse  the  following  factors  recommended  by  the  1992  Advison^  Commis- 
sion on  Patent  Law  Reform,  among  others,  for  determining  whether  effective  and 
serious  preparation  for  use  exists: 

1.  The  costs  incurred  by  the  prior  user  by  the  time  of  filing  of  the  patent, 
as  well  as  the  relation  of  those  costs  to  the  total  cost  for  commercialization 
of  the  subject  matter  of  the  prior  user  rights; 

2.  The  amount  of  time  required  for  the  prior  user  to  complete  the  prepa- 
ration for  commercial  use  after  the  filing  date,  and  the  proportion  of  that 
time  in  relation  to  the  total  time  necessary  to  fully  prepare  for  the  prior 
use; 

3.  The  complexity  of  preparation  for  practicing  the  claimed  prior  use;  and 

4.  The  diligence  of  the  prior  user  in  preparations  for  the  prior  use. 

The  bill  provides  that  subsequent  variations  and  improvements  on  an  invention 
which  had  been  used  prior  to  the  patent  owner's  effective  filing  date  do  not  infringe 
the  patent  only  if  they  do  not  cause  infringement  of  additional  claims  of  the  patent. 
The  right  created  by  prior  use  or  preparation  should  be  limited  to  continuation  of 
the  kind  of  activity  which  gives  rise  to  the  right.  In  the  case  of  processes,  this 
should  limit  the  right  to  a  continuation  of  use  of  an  identified  process,  but  should 
not  limit  the  products  produced  or  affected  by  the  process. 

The  prior  user  should  be  able  to  expand  the  prior  use  to  meet  market  demands, 
rather  than  being  restricted  to  the  pre-filing  volume  of  use.  Prior  users  should  not 
be  restricted  to  a  particular  geographical  area  within  the  borders  of  the  United 
States,  as  entities  commonly  conduct  development  and  commercialization  activities 
in  different  sites  throughout  the  United  States. 

The  bill  lists  several  desirable  qualifications  on  rights  based  on  prior  use: 

(1)  Prior  user  rights  are  personal  and  cannot  be  transferred  except  in  con- 
nection with  transfer  of  the  entire  business  or  enterprise  which  the  rights 
relate; 

(2)  Prior  user  rights  are  not  available  if  the  prior  use  was  based  on  infor- 
mation derived  from  the  patent  owner  or  parties  in  privy  with  the  patent 
owner,  or  the  prior  user's  activity  was  abandoned; 

(3)  Prior  user  rights  do  not  cover  all  claimed  subject  matter  of  the  patent, 
but  only  that  subject  matter  that  was  commercially  used  or  for  which  there 
was  serious  and  effective  preparation  in  the  United  States  before  the  filing 
date. 

These  limitations  are  needed  to  prevent  abuses  of  the  prior  user  right  that  would 
improperly  diminish  the  value  of  the  patent  against  which  the  right  might  be  as- 
serted. 

We  understand  the  prior  user  rights  of  S.  2272  to  be  legal  rather  than  equitable 
rights.  A  legal  prior  user  right  is  important  in  the  interest  of  clarifying  the  metes 
and  bounds  of  the  right.  Under  S.  2272  a  court  would  not  have  the  authority  to  as- 
sess reasonable  royalties  in  favor  of  the  patent  owner  for  use  by  the  prior  user,  nor 
to  expand  or  contract  the  prior  user  right  in  the  interest  of  equity.  The  prior  user 
right  would  be  an  absolute  defense  to  infringement  once  the  elements  of  the  right 
were  proven  by  a  sufficient  showing  of  prior  use.  Rigidly  enforced  qualifications  for 
establishing  the  prior  user  right,  including  the  requirements  of  independent  innova- 
tion and  actual  reduction  to  practice,  will  ensure  that  the  right  will  be  invoked  in- 
frequently, and  if  invoked,  sustained  only  where  truly  merited. 

If  the  court  were  given  authority  to  assign  royalties  for  prior  use  and  to  expand 
or  diminish  the  prior  user  right,  it  would  complicate  the  right  and  create  uncer- 
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tainty  that  could  lead  to  unnecessary  litigation.  If  faced  with  the  possibility  of  pay- 
ing royalties  in  the  domestic  market,  manufacturers  might  build  plants  overseas 
where  prior  users  do  not  face  the  threat  of  being  forced  to  pay  compensation  to  pat- 
ent owners. 

CONCLUSION 

S.  2272  will  benefit  large  and  small  U.S.  manufacturing  concerns.  Today  busi- 
nesses large  and  small  are  finding  that  the  cost  is  prohibitive  to  protect  all  inven- 
tions, including  minor  improvements,  with  worldwide  patents.  Particularly  in  the 
case  of  process  inventions,  for  which  trade  secret  protection  is  a  practical  and  often 
the  best  alternative,  an  assured  prior  user  right  will  improve  the  climate  for  innova- 
tion by  enabling  the  first  domestic  commercial  user  to  protect  its  investment  in  re- 
search, development,  and  commercialization  at  a  lower  cost. 

Non-manufacturing  patent  owners  have  expressed  feeirs  in  the  past  that  prior 
user  rights  might  undercut  the  licensing  value  of  patents,  but  we  do  not  believe 
there  is  reason  for  concern,  particularly  if  the  rights  aire  limited  as  provided  in  S. 
2272.  Experience  abroad  suggests  that  prior  user  conflicts  rarely  occur,  so  most  pat- 
ent owners  will  not  encounter  them.  That  does  not  mean  that  prior  user  rights  are 
unimportant  to  manufacturers,  it  is  the  possibility — not  the  frequency — of  a  com- 
plete prohibition  of  continued  use,  that  pushes  U.S.  manufacturers  toward  unneces- 
sary patenting  or  disadvantageous  publishing  of  manufacturing  technology. 

The  business  community  cannot  afford  to  wait  for  clarification  of  the  rights  of 
prior  trade  secret  users  through  case  by  case  judicial  interpretation  of  the  existing 
patent  code,  an  uncertain  prospect.  The  competitive  pressures  on  U.S.  businesses 
are  such  that  Congress  should  enact  S.  2272  separately  from  the  other  patent  sys- 
tem reforms  now  on  the  drawing  board. 

S.  2272  is  a  carefully  thought  out  bill  that  balances  patent  rights  and  prior  user 
rights  in  a  way  that  will  strengthen  the  technological  competitiveness  of  U.S.  indus- 
try. 

I  will  be  pleased  to  answer  any  questions. 

Senator  DeConcini.  Thank  you,  Mr.  Smith. 
Mr.  Griswold? 

STATEMENT  OF  GARY  GRISWOLD 

Mr.  Griswold.  Good  morning,  Mr.  Chairman.  I  am  Gary 
Griswold.  I  am  representing  the  AJPLA.  I  am  a  board  member  of 
the  AIPLA;  as  you  know,  it's  an  8,500-member  national  bar  asso- 
ciation of  intellectual  property  lawyers  of  all  types  and  sizes.  I  am 
personally  the  Chief  Intellectual  Property  Counsel  of  3M,  St.  Paul, 
MN;  3M  is  one  of  the  top  10  U.S.  companies  in  obtaining  U.S.  pat- 
ents, so  we  are  a  strong  believer  in  the  patent  system.  I  would  like 
to  thank  you.  Senator  DeConcini,  for  your  leadership  over  many 
years  in  the  patent  law  area.  I  think  the  introduction  of  these  two 
bills  is  a  good  indicator  of  that  leadership. 

The  AIPLA  supports  both  S.  2341  and  S.  2272.  I  am  going  to 
change  the  pace  here  a  little  bit,  although  I  would  like  to  make  a 
few  comments  on  prior  user  rights  since  I  have  a  bit  of  interest 
there. 

I  will  first  comment  on  reexamination.  The  present  law,  which 
was  enacted  in  1980,  relevant  to  patent  reexamination  was  brought 
into  being  to  try  to  reduce  the  cost  in  dealing  with  issues  relative 
to  the  validity  of  patents  that  were  raised  by  newly-discovered  pat- 
ents or  printed  materials.  The  present  system,  because  of  the  lim- 
ited participation  by  the  third  party  requestor,  has  become  not  so 
much  used  and  respected  as  we  would  like.  In  fact,  it  appears  to 
be  too  much  in  favor  of  the  patentee  because  of  the  limited  partici- 
pation of  the  third  party  requestor. 

S.  2341  deals  with  a  lot  of  the  concerns  that  have  been  expressed 
by  users  of  the  reexamination  system,  and  possible  users.  AIPLA 


27 

has  spent  many  years  considering  the  reforms  mentioned  in  S. 
2341.  They  have  also  been  adopted  by  the  Secretary  of  Commerce's 
Advisory  Commission  on  Patent  Law  Reform  in  1992,  and  as  you 
are  well  aware,  are  supported  by  the  Clinton  Administration. 

The  four  key  elements  I  would  like  to  comment  on  today  are, 
first  of  all,  that  a  final  decision  by  a  district  court  will  preclude  the 
Patent  Office  from  considering  the  same  issue  at  a  reissue  proceed- 
ing. That  is  in  the  bill  and  is  an  important  part  of  the  bill.  We  don't 
want  the  Patent  Office  going  back  to  deal  with  the  same  issue  that 
was  raised  or  could  have  been  raised  in  a  District  Court. 

The  second  issue  that  I  would  like  to  mention  is  the  business  of 
consolidating  the  order  for  reexamination  and  first  action  on  the 
merits  to  expedite  the  process.  The  proposed  bill,  S.  2341,  provides 
this  as  an  alternative.  We  would  like  to  see  it  be  mandatory. 

Relative  to  expanding  third  party  reexamination  requestor  par- 
ticipation, AIPLA's  position  is  that  there  should  be  two  opportuni- 
ties, one  after  the  first  action  and  the  other  at  the  conclusion  of  the 
examination  where  claims  have  been  determined  to  be  allowable. 
This  has  strong  support  in  the  AIPLA.  The  bill  allows  more  partici- 
pation than  the  AIPLA  proposal.  We  would  like  to  still  see  it  at  two 
opportunities. 

The  last  point  I  would  like  to  make  on  reexamination  is  the  third 
part  requestor  being  able  to  appeal.  They  can  appeal  to  the  PTO 
Board  of  Appeals,  and  also  to  the  CAFC.  The  bill  requires  that  both 
the  third  party  requestor  and  patentee  now  only  appeal  to  the 
CAFC,  not  to  the  district  court.  We  think  that's  fine,  and  if  the 
requestor  waives  the  right  to  raise  the  same  issues  or  issue  that 
could  have  been  raised  in  a  different  forum,  if  they  participate  in 
CAFC,  we  believe  that  is  fine,  as  well. 

Overall,  we  believe  this  is  a  good  bill  and  support  it.  There  are 
a  few  technical  amendments  that  we  would  like  to  make  comments 
on,  and  we  will  submit  those  later. 

Mr.  Griswold.  Turning  to  prior  user  rights,  I  would  like  to  make 
a  couple  of  comments. 

One,  there  are  many  process  inventions  that,  even  if  you  get  a 
patent  on  them,  you  cannot  police  the  patent  because  you  can't  tell 
whether  or  not  the  process  is  being  practiced  by  the  product.  There- 
fore the  bargain  theory  of  patents,  where  you  trade  a  disclosure  for 
the  patent  right,  is  just  not  there  for  the  applicant.  We  therefore 
believe  that  in  those  cases  it  is  not  good  for  the  U.S.  to  push  its 
inventors  to  file  patent  applications.  This  basically  provides  a  dis- 
closure of  our  technology  to  people  who  would  use  it,  to  our  disin- 
terest —  we  would  be  interested,  but  to  our  disfavor — without  pay- 
ing any  compensation.  It's  a  "free  gift"  of  that  technology  around 
the  world. 

Secondly,  when  you  have  45  percent  of  U.S.  patents  being  for- 
eign-owned, then  what  we're  talking  about  here  is  a  situation 
where  if  you  are  in  the  U.S.  as  a  manufacturer,  you  do  not  have 
a  right  to  stop  a  foreign-owned  patent  owner  from  obtaining  an  in- 
junction against  your  operations.  We  don't  think  that's  fair  when 
in  that  country — for  example,  in  Japan  we  may  have  an  American- 
owned  patent  that  our  prior  user  right  would  be  applicable  to  in 
Japan,  and  we  could  not  stop  a  manufacturer  in  Japan.  So  we 
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think  that  equity  requires  that  U.S.  patent  owners  be  treated  just 
the  same  as  those  in  other  countries. 

Is  this  a  rare  event?  The  evidence  is  that  prior  user  rights  do 
come  up  rarely  in  other  countries;  but  as  the  comment  that  is  made 
in  our  paper,  if  you  are  struck  by  Hghtning,  it  doesn't  help  to  say 
that  it's  a  rare  event. 

Those  are  my  comments. 

[The  prepared  statement  of  Gary  L.  Griswold  follows:] 

Prepared  Statement  of  Gary  L.  Griswold 

statement  summary 

•  AIPLA  supports  the  "Patent  Prior  User  Rights  Act  of  1994"  (S.  2272). 

American  business,  and  in  particular  small  business,  should  have  the 
protection  of  a  prior  user  right.  Foreign  based  business  operations  already 
nave  this  protection. 

•  AIPLA  supports  the  "Patent  Reexamination  Reform  Act  of  1994"  (S.  2341). 

The  U.S.  Patent  and  Trademark  Office  and  the  AIPLA  agree  that  the  re- 
examination procedure  has  not  been  as  beneficial  to  inventors  as  had  been 
envisioned  when  it  was  initiated  in  1981. 

S.  2341  contains  the  two  key  reforms  of  reexamination  supported  by 
AIPLA: 

Increased  participation  by  third  ^arty  challengers  to  the  validity  of  the 
patent,  and 

A  prohibition  of  allowing  the  USPTO  to  reexamine  a  patent  already  found 
valiaby  a  U.S.  district  court  based  on  the  same  challenge. 


The  American  Intellectual  Property  Law  Association  (AIPLA)  is  an  8,500  member 
national  bar  association  whose  membership  consists  primarily  of  lawyers  in  private 
and  corporate  practice,  in  government  service,  and  in  the  academic  community.  As 
such,  AiPLA  represents  a  wide  and  diverse  spectrum  of  individuals,  companies  and 
institutions  involved  directly  or  indirectly  in  tne  practice  of  patent,  trademark,  copy- 
right, unfair  competition,  and  other  fields  of  law  affecting  intellectual  property. 

I  appreciate  the  opportunity  to  appear  today  to  offer  the  position  of  the  AIPLA 
on  the  Patent  Reexamination  Reform  Act  of  1994  (S.  2341)  and  the  Patent  Prior 
User  Rights  Act  of  1994  (S.  2272). 

The  AIPLA  strongly  supports  the  enactment  of  both  S.  2341  and  S.  2272.  We  com- 
mend you,  Mr.  Chairman,  for  introducing  these  bills  and  for  your  continued  efforts 
to  improve  operation  of  the  United  States  patent  system. 

A  PRIOR  USER  RIGHT 

The  AIPLA  has  consistently  supported  a  strong  patent  system.  Our  members 
know  from  long  experience  how  effective  it  is  and  has  been  in  protecting  the  work 
of  American  inventors  and  promoting  the  development  of  technology.  For  the  great 
majority  of  inventions,  legal  protection  is  only  possible  by  obtaining  a  patent.  Some 
inventions,  primarily  manufacturing  processes  and  equipment,  can  either  be  pro- 
tected as  trade  secrets  under  state  law  or  patented.  Because  trade  secret  laws  gen- 
erally provide  Limited  protection  in  comparison  to  patent  laws,  only  infrequently 
would  trade  secret  protection  be  the  approach  of  choice  if  patent  protection  was 
available. 

One  example  is  when  the  "bargain  theory"  of  patents  contemplated  by  the  U.S. 
Constitution  (Art.  4)  does  not  hold.  The  theory  is  that  it  will  benefit  the  develop- 
ment of  technology  if  inventions  are  disclosed  bv  inventors  to  the  public.  In  order 
to  induce  inventors  to  make  disclosures,  a  period  of  exclusivity  through  a  patent  is 
granted  to  the  inventor.  If  the  inventor  cannot  determine  if  his  patent  is  infringed 
because  the  patented  product  sold  does  not  disclose  the  process  or  equipment  used 
to  manufacture  it,  the  inventor's  side  of  the  bargain  disappears. 

Additionally,  the  current  reality  is  that  it  is  not  feasible  or  even  possible  to  at- 
tempt to  patent  every  piece  of  technology  which  may  be  patentable.  The  cost  of  seek- 
ing and  obtaining  patent  protection  in  the  U.S.  is  high.  The  cost  of  worldwide  pat- 
enting has  become  so  expensive  that  even  large  U.S.  companies  must  carefully 
prioritize  which  inventions  to  fully  protect.  Many  small  businesses  are  totally  priced 
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out  of  patenting  in  foreign  countries,  or,  at  best,  limited  to  protecting  their  most  im- 
portant inventions. 

U.S.  manufacturers  who  invest  in  developing  new  technology  are  facing  difficult 
decisions  which  impact  on  their  interests,  and  the  U.S.  pubhc  interest  as  well.  In 
the  case  of  most  technology,  obtaining  a  U.S.  patent  is  essential  to  protect  commer- 
cial exploitation  of  the  patented  invention  in  the  U.S.  market.  However,  a  concomi- 
tant failure  to  patent  in  foreign  countries  constitutes  a  free  gift  of  the  technology 
through  the  U.S.  patent's  disclosure  to  those  who  would  make,  use,  or  sell  outside 
of  the  U.S. 

Industrial  process  technology  presents  an  even  more  difficult  dilemma.  Identifying 
a  competitors  use  of  such  a  patented  process  may  be  extremely  difficult  in  the  U.S., 
and  impossible  in  foreign  countries.  Even  if  U.S.  patenting  is  economically  possible 
and  accomplished,  if  foreign  patent  procurement  and  enforcement  is  not  possible, 
teaching  foreign  competitors  manufacturing  processes  by  U.S.  patent  disclosures  has 
significant  potential  risk  to  the  U.S.  patentee  in  the  U.S.  market  as  well  as  foreign 
markets.  Products  made  by  the  U.S.  patented  process  and  imported  into  the  U.S. 
to  compete  with  the  U.S.  inventor  may  be  impossible  to  identify  and  stop. 

Therefore,  for  these  and  other  practical  reasons,  many  U.S.  compames  are  being 
forced  to  choose  to  keep  as  trade  secrets,  or  at  least  not  patent,  industrial  process 
technology.  This  creates  the  possibility  that  a  second  later  inventor  may  obtain  a 
U.S.  patent  on  technology  already  bemg  commercially  used,  but  not  publicly  dis- 
closed! This,  in  turn,  provides  the  legal  threat  that  a  court  injunction  will  shut  down 
an  ongoing  venture  based  on  an  earlier  identical  invention  by  a  businessman,  or  an 
invention  obtained  from  a  third  party  inventor  by  the  businessman,  and  used  before 
the  patentee  filed  an  application.  This  situation,  albeit  infrequent,  is  addressed  by 
the  prior  user  right. 

Foreign  inventors  are  faced  with  these  same  practical  problems  in  protecting  in- 
ventions as  are  American  inventors.  The  crucial  difference  is  that  virtually  all  in- 
dustrialized countries  ^  protect  home-based  business  with  a  prior  user  right.  An 
American  patentee  in  Japan,  for  example,  couldn't  shut  down  a  Japanese  business, 
based  on  the  patented  invention,  which  existed  before  the  American's  filing  date. 
When  45  percent  of  U.S.  patents  are  foreign  owned,  the  fact  that  businesses  in 
America  are  not  similarly  protected  is,  of  itself,  a  strong  economic  argument  in  sup- 
port of  the  enactment  of  S.  2272.  It  is  well  recognized  that  prior  user  rights  protect 
domestic  businesses  and  jobs. 

The  AIPLA  support  for  S.  2272  is  predicated  on  the  provisions  of  the  bill  which 
provide  a  limited  scope  of  the  right.  Tnese  Umitations  minimize  to  a  very  significant 
degree  any  interference  with  the  exclusive  right  of  any  patentee  and  in  many  re- 
spects are  a  better  solution  than  the  other  possible  alternative  of  having  the  patent 
held  invalid  under  section  102(g).2  These  restrictions  preclude  the  possibility  of 
abuse.  S.  2272  clearly  does  not  provide  any  form  of  "reward"  to  a  prior  user,  but 
rather  only  allows,  under  restricted  circumstances,  continuation  of  a  wholly  legiti- 
mate domestic  commercial  enterprise. 

Before  detaiUng  the  restrictions  in  S.  2272,  we  would  point  out  the  rare  fact  pat- 
tern 3  which  is  a  condition  precedent  to  the  potential  creation  and  use  of  a  prior  user 
right.  A  patent  is  granted  to  Party  B.  The  identical  invention  is  commercially  used 
by  Party  A  before  the  filing  or  priority  date  of  Party  B's  patent  application.  Party 
A  obtained  the  invention  either  by  inventing  it  himself  or  from  a  third  party  but 
did  not  derive  it  from  Party  B.  The  prior  use  did  not  create  patent  invalidating  prior 
art.  Party  A  continues  to  commercially  use  the  invention  patented  by  Party  B,  and 
that  use  is  discovered  by  Party  B  or  brought  to  Party's  B  attention  by  Party  A. 
Party  B  accuses  Party  A  of  patent  infringement  or  sues  Party  B  for  patent  infringe- 
ment. Then,  and  only  then,  does  a  prior  user  right,  if  one  exists,  have  relevance  be- 
cause it  then  may  be  raised  by  Party  A  as  a  defense. 

The  right  of  prior  use  is  only  available  to  one  who  ppor  to  the  asserted  patent's 
filing  or  priority  date  "commercially  used"  or  made  "effective  and  serious  prepara- 
tion to  use  the  patented  invention.  Commercially  used  means  that  the  invention 
has  been  used  in  the  United  States  in  the  design,  preparation,  manufacture,  or  test- 
ing of  a  product  or  service  which  is  used,  advertised,  sold  or  distributed  in  United 


iSee  Keith  M.  Kupferschmid,  Prior  User  Rights:  The  Inventor's  Lottery  Ticket,  21  AIPLA 
Quarterly  Journal  No.  3,  (1993)  for  analysis  of  tne  features  of  prior  user  rights  in  34  countries 
in  Europe,  South  America  and  Asia. 

2  The  issue  is  not  clearly  decided.  See  W.L.  Gore  &  Assoc,  v.  Garlock,  Inc.,  721  F.2d  1540  (Fed. 
Cir.  1983). 

3  See  Lise  Osterborg,  Towards  a  Harmonized  Prior  User  Right  Within  a  Common  Market  Sys- 
tem, 12  Int'l.  Review  Indus.  Prop.  &  Copyright,  447,  456  (1981)  detailing  that  in  14  years  since 
the  creation  of  the  prior  user  rights  in  England  no  case  reported  in  which  it  was  raised  as  a 
defense,  likewise  in  Italy  during  past  13  years,  4  cases  in  the  past  20  years  in  France,  etc. 
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States  or  foreign  commerce.  Commercial  use  does  not  require  that  the  invention  it- 
self be  publicly  disclosed  or  that  it  be  in  any  way  publicly  accessible.  If  a  secret  proc- 
ess or  tool  is  part  of  the  chain  of  events  which  ultimately  results  in  a  commercially 
advertised,  disclosed,  or  sold  product,  that  process  or  tool  shall  be  deemed  to  have 
been  commercially  used.  The  test  for  commercial  use  is  not  met  by  persons  who  have 
merely  made  and  commercialized  a  technology  similar  to  the  invention. 
Effective  and  serious  preparation  means  that  a  person  has: 

a.  Acquired  the  technology  by  himself  or  from  a  source  not  derived  from 
the  patentee, 

b.  Reduced  it  to  practice, 

c.  Made  serious  plans  for  commercialization  of  the  invention, 

d.  Made  a  substantial  investment,  or  much  of  the  investment,  in  the  U.S. 
necessary  to  use  the  invention,  and 

e.  Not  abandoned  efforts  in  the  United  States  toward  commercialization. 

The  investment  necessary  to  meet  the  test  for  effective  and  serious  preparation 
must  be  in  equipment,  testing,  advertising  or  other  preparation  for  commercializing 
the  invention.  Documentation  and  commercialization  plans  must  be  in  sufficient  de- 
tail to  show  the  involvement  of  the  claimed  embodiment.  Regardless  of  investments 
made  elsewhere,  only  investment  in  the  United  States  shall  be  considered  when  de- 
termining whether  there  has  been  effective  and  serious  preparation. 

The  test  for  effective  and  serious  preparation  is  not  met  by  those  persons  who 
may  have  merely: 

a.  conceived  of  the  invention, 

b.  developed  it  in  a  laboratory,  or 

c.  reduced  it  to  practice  without  using  it  commercially  or  making  the  in- 
vestment described  above. 

Further  limitations  in  subsection  (c)  that  rights  granted  to  a  prior  user  under  this 
act  extend  only  to  the  patented  embodiment  that  was  already  in  use  or  developed, 
planned,  and  under  construction  as  of  the  filing  or  priority  date  of  the  patent.  If, 
in  order  to  practice  the  invention,  it  becomes  evident  that  the  prior  user  must  in- 
fringe additional  claims  of  the  patent  in  a  manner  unforeseen  and  unplanned  at  the 
time  of  the  filing  or  priority  date,  then  the  prior  use  or  effective  and  serious  prepa- 
ration was  insufficient  to  qualify  for  prior  user  rights. 

In  subsection  (d)  improvements  to  the  prior  use  are  permitted  under  some  cir- 
cumstances and  not  others.  Permitted  improvements  are  those  that  do  not  infringe 
on  additional  claims  of  the  patent.  Not  permitted  are  improvements  made  after  the 
patent  fiUng  or  priority  date  that  infringe  additional  claims,  even  if  such  improve- 
ments were  made  before  the  patent  issued. 

The  right  of  prior  use  will  allow  a  change  in  the  volume  of  commercial  activity. 
It  will  also  allow  reasonable  commercialization  of  the  activity  that  was  clearly  docu- 
mented and  planned  under  the  qualifying  effective  and  serious  preparation. 

F\irther  limiting  qualifications  are  that  the  rights  granted  under  this  act  are  not 
the  same  as  a  license  and  cannot  be  assigned,  transferred,  or  licensed  to  others.  The 
only  exception  is  that  the  rights  may  follow  the  transfer  of  the  entire  business  or 
enterprise  to  which  the  rights  relate.  If  the  patentee  is  able  to  show  that  the  prior 
user  had  sufficient  access  to,  or  reasonably  could  have  obtained  sufficient  informa- 
tion from  the  patentee,  whether  directly  or  indirectly  to  reasonably  account  for  the 
prior  user's  original  acquisition  of  the  invention,  then  there  will  be  a  presumption 
that  the  prior  user  derived  the  invention  from  the  patentee  either  directly  or  indi- 
rectly. The  prior  user  may  rebut  this  presumption  by  showing  that  the  invention 
was  obtained  from  a  source  other  than  the  patentee. 

The  limit  of  permitted  activity  under  the  patent  right  is  defined  by  the  wording 
of  the  patent  claim  or  claims  under  which  the  activity,  at  the  time  of  the  filing  or 
priority  date,  fell.  The  right  does  not  extend  to  any  other  claims.  For  example,  con- 
sider a  process  patent  containing  a  broad  claim  specifying  "applying  heat"  and  a 
narrow  claim  specifying  a  critical  heat  range  between  170  and  180  degrees  C.  If  the 
orior  use  had  been  heating  at  160  degrees,  then  the  right  would  extend  to  heating 
in  general  except  that  it  would  not  extend  to  the  critical  range  specified  in  the  nar- 
row claim,  170  to  180  degrees.  If  the  prior  use  was  heating  to  174  degrees,  then 
the  prior  use  right  would  include  the  critical  170  to  180  degree  range. 

To  qualify  as  prior  use  or  serious  preparation  therefore,  the  cumulative  activity 
m.ust  have  been  substantial  at  the  time  of  fifing.  Regardless  of  the  degree  of  com- 
mercial use  or  preparation  which  may  have  occurred  at  an  earlier  point  in  time,  a 
defense  of  prior  use  may  not  be  employed  by  someone  who  had  abandoned  the  use 
prior  to  the  filing  date  of  the  patent.  Certain  activities,  however,  are  naturally  peri- 
odic or  cyclical.  Intervals  of  non-use  between  such  periodic  activities,  such  as  sea- 
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sonal  factors  or  reasonable  intervals  between  contracts,  would  not  be  considered 
abandonment  so  long  as  there  is  no  positive  corroborating  evidence  of  abandonment. 

And  finally,  the  biirden  of  proof  falls  on  the  prior  user  invoking  the  defense.  The 
prior  user  must  be  able  to  present  persuasive  evidence  that  he  has  met  the  nec- 
essary tests  for  prior  commercial  use  or  effective  and  serious  preparation.  Claims 
of  prior  commercial  use  must  be  supported  by  production  records,  formula  books, 
shipping  records,  invoices,  advertising  records,  or  the  like,  which  when  taken  to- 
gether, show  how  that  the  prior  user  had  indeed  been  using  the  technology  in  a 
commercial  venture  in  the  United  States,  or  had  made  qualifying  effective  and  seri- 
ous preparation  therefore  prior  to  the  filing  or  priority  date  of  the  patent. 

In  sum,  AIPLA  supports  the  enactment  of  S.  2272  which  provides  a  carefully  lim- 
ited defensive  right,  which  will  infrequently  exist  and  even  more  infrequently  ever 
be  actually  used.  However,  there  is  a  real  need  to  estabUsh  this  right  now.  It  is  no 
comfort  for  someone  who  has  just  been  struck  by  Ughtning  to  reflect  on  how  infre- 
quently such  a  thing  happens. 

REEXAMINATION 

The  U.S.  reexamination  system  was  developed  by  the  Judiciary  Committees  dur- 
ing the  96th  Congress,  enacted  into  law  in  December,  1980,  and  became  effective 
on  July  1,  1981.  The  Senate  Judiciary  Committee  Report  (No.  96-617)  accompany- 
ing the  bill  (S.  1679)  which  estabUshed  reexamination  explained  Congressional  in- 
tent: 

*  *  *  One  of  the  greatest  concerns  facing  innovative  businesses  who 
must  rely  on  U.S.  patents  to  protect  their  new  products  and  discoveries  is 
the  threat  that  their  patents  might  be  invaUdated  in  court  if  the  Patent  and 
Trademark  Office  (PTO)  missed  pertinent  patents  or  printed  materials  dur- 
ing the  course  of  patent  examination. 

*  *  *  It  is  the  purpose  of  S.  1679  to  bring  these  uncited  patents  and 
printed  publications  to  the  attention  of  the  PTO  for  a  decision  on  whether 
an  issued  patent  is  valid;  whether  its  claims  should  be  narrowed,  or  wheth- 
er it  should  not  have  been  issued.  Under  reexamination,  an  issued  patent's 
claims  could  [n]ever  be  broadened. 

*  *  ♦  The  reexamination  of  issued  patents  can  be  conducted  with  a  frac- 
tion of  time  and  cost  of  formal  legal  proceedings.  Reexamination  will  help 
to  restore  confidence  in  the  effectiveness  of  our  patent  system  by  efficiently 
bringing  to  the  PTO's  attention  relevant  materials  that  are  missing  or  have 
been  overlooked. 

Now  aft^r  13  years  of  experience  vnih  reexamination,  the  U.S.  Patent  and  Trade- 
mark Office  and  the  AIPLA  agree  that  the  procedure  is  not  performing  as  effectively 
as  was  envisioned  when  it  was  created. 

The  AIPLA  supports  S.  2341  which,  in  substance,  contains  a  plan  of  reform  final- 
ized in  1991  aft^r  several  years  of  consideration  within  AIPLA,  endorsed  by  the  Sec- 
retary of  Commerce  Advisory  Committee  on  Patent  Law  Reform  in  1992,  and  cur- 
rently supported  by  the  Clinton  Administration.  We  will  forward  to  the  Subcommit- 
tee comments  on  drafting  and  technical  issues  promptly. 

But  today  I  offer  the  Subcommittee  the  views  of  AlPLA  on  the  four  elements  of 
reform  of  existing  reexamination  law  and  practice  included  in  substance  in  S.  2341 
and  recommended  by  the  AIPLA: 

1.  Once  a  judgment  has  been  entered  in  federal  district  court  against  a 
party  to  a  suit  that  it  has  not  sustained  its  burden  of  proving  a  patent  in 
the  suit  invalid,  that  party,  and  its  privies,  shall  be  barred  from  fiUng  a 
request  for  reexamination,  or  maintaining  a  reexamination  proceeding,  of 
the  patent  at  issue.  For  these  purposes,  a  "judgment"  includes  a  consent  de- 
cree, a  stipulation,  or  other  dismissal  with  prejudice  unless  the  right  to  file 
for  or  maintain  a  reexamination  is  specifically  reserved. 

Discussion:  In  1988,  the  Federal  Circuit  decided  Ethicon.  Inc.  v.  Ouigg, 
849  F.2d  1422  (Fed.  Cir.  1988)  and  held  (a)  that  the  PTO  could  not  stay 
reexamination  to  await  the  outcome  of  an  ongoing  trial  in  a  District  Court, 
even  where  the  trial  had  been  completed,  and  (2)  that  the  PTO  in  reexam- 
ination is  not  bound  by  a  District  Court  decision  (or  for  that  matter  a  Fed- 
eral Circuit  decision  on  appeal  from  a  District  Court)  upholding  the  validity 
of  a  patent  but  could  correctly  find  the  patent  to  be  invalid  on  the  same 
evidence.  The  proposition  that  the  PTO  in  an  ex  parte  reexamination  could 
overrule  the  decision  of  a  federal  district  court  on  the  validity  of  patent 
claims  was  clearly  not  intended. 
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2.  The  order  for  reexamination  and  the  first  action  on  the  merits  in  reex- 
amination should  be  consolidated  to  expedite  the  reexamination  process  and 
eliminate  the  seldom  used  filing  of  a  statement  by  the  patent  owner  in  reex- 
amination requested  by  third  parties. 

Discussion:  S.  2341  would  amend  35  USC  §304  to  make  this  procedure  op- 
tional rather  than  mandatory  as  we  recommend. 

3.  Expand  third  party  reexamination  requester  participation  to  permit 
the  requester  to  file  a  single  set  of  comments  with  the  examiner  at  two  spe- 
cific points  in  the  reexamination  proceedings:  the  first  after  the  patent  own- 
er's response  to  the  consolidated  order  and  first  action  on  the  merits,  and 
the  second  at  the  conclusion  of  the  reexamination  proceedings  before  the  ex- 
aminer if  any  claim  is  indicated  to  be  patentable,  but  before  any  appeal. 

Discussion:  Providing  a  third  party  requester  two  opportunities  to  com- 
ment during  reexamination  before  the  examiner,  within  time  limits  and 
under  controls  set  by  the  Commissioner  to  regulate  submissions  is  suffi- 
cient. No  other  comments  should  be  permitted.  Providing  greater  third 
party  participation  has  received  strong  support  in  a  number  of  surveys  of 
AIPLA  members. 

However,  strong  concerns  have  been  expressed  by  some  that  expanded 
participation  by  requesters  could  lead  to  lengthy,  costly  procedures  as  were 
experienced  with  the  reissue/protest  practice  in  effect  in  the  PTO  in  the  late 
1970s  and  early  1980s.  Parties  often  abused  the  reissue/protest  practice  by 
delaying  tactics  and  the  filing  of  many  lengthy  protests  and  comments  dur- 
ing that  process. 

S.  2341  would  amend  35  USC  §305  to  allow  a  third  party  requester  to 
comment  on  any  response  by  the  patent  owner  to  an  Office  action  on  the 
merits.  AIPLA  gave  serious  consideration  to  this  approach.  However,  we 
concluded  that  most  of  the  advantages  of  third  party  requester  participation 
would  be  achieved  by  two  opportunities  for  comment.  The  benefits  of  only 
two  responses  are  minimal  added  expense  or  opportunity  of  harassment  of 
the  patent  owner,  and  Httle  or  no  time  lost  in  the  proceedings  before  the 
examiner.  We  urge  the  Subcommittee  to  reconsider  this  provision  of  S. 
2341. 

4.  Permit  a  third  party  requester  to  elect  to  appeal  an  adverse  decision 
to  the  Board  of  Patent  Appeals  and  Interferences  and  then  to  the  Court  of 
Appeals  for  Federal  Circuit,  but  making  such  an  election  would  waive  the 
party's  right  to  assert  or  continue  to  assert  the  invalidity  of  that  patent  in 
any  other  forum  on  grounds  which  were  raised  or  could  have  been  raised 
in  the  reexamination  proceeding  being  appealed. 

Discussion:  This  recommendation  would  permit  appeals  to  be  filed  by  a 
third  party  requester  who  so  elects  but  in  doing  so  the  requester  waives  the 
right  to  assert  or  maintain  an  assertion  of  invalidity  of  the  same  patent 
claims  in  any  other  forum  on  any  ground  that  the  requester  raised  or  could 
have  raised  in  the  reexamination  proceeding.  Such  grounds  would  include 
any  assertion  of  invalidity  based  on  prior  patents  or  printed  publications 
but  not  non-available  grounds  such  as  prior  pubhc  use  or  on  sale  bars. 

This  provision  places  the  third  party  requester  in  a  position  similar  to 
that  of  the  patent  owner  who  faces  a  res  judicata  or  estoppel  effect  with 
respect  to  matters  determined  in  reexamination.  It  should  discourage 
harassing  or  unnecessary  appeals  by  third  party  requesters  and  provide  a 
measure  of  finality  to  appealed  decisions  in  which  third  party  requesters 
have  participated. 

Based  on  the  multiple  surveys  of  AIPLA  members,  there  is  strong  sup- 
port for  a  right  of  appeal  to  the  Federal  Circuit  by  a  third  party  requester. 
However,  there  was  concern  that  problems  may  arise  in  a  case  in  which 
both  parties  appeal  by  permitting  a  patent  owner  to  either  appeal  to  the 
Federal  Circuit  or  to  file  a  civil  action  in  district  court  while  the  third  party 
requester  only  has  a  right  to  appeal  to  the  Federal  Circuit.  See  Boeing  v. 
Comm'r,  858  F.2d  878,  7  USPQ2d  1487  (Fed.  Cir.  1988).  The  approach  rec- 
ommended removes  the  patent  owner's  right  to  appeal  to  the  district  court 
in  reexamination  proceedings  and  to  provide  no  such  right  to  the  requester. 
District  court  proceedings  are  generally  lengthy  and,  therefore,  contrary  to 
the  strong  interest  that  reexaminations  be  conducted  with  special  dispatch. 
Further,  §  145  is  little  used  in  reexamination— in  1989  and  1990  for  exam- 
ple, only  one  such  action  was  filed. 
In  sum,  the  AIPLA  beUeves  that  the  two  comment/appeal/waiver  approach  would 
make  reexamination  fairer  and  more  useful  but  with  minimal  risk  or  danger  of  com- 
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promising  its  original  purpose  and  goals  which  importantly  included  mainteiining 
the  ex  parte  nature  of  patent  examination/reexamination.  With  these  changes,  we 
would  expect  that  reexamination  will  be  used  more  frequently  by  third  party  re- 
questers and  provide  a  relatively  inexpensive,  fast  and  newly  effective  ex  parte  pro- 
ceeding as  an  aid  to  strengthening  issued  patents  and  as  an  alternative  to  Utigation. 

We  believe  S.  2341,  an  amendment  to  limit  third  party  participation,  offers  a 
workable  and  fair  compromise  between  a  strong  majority  in  the  bar  who  support 
greater  third  party  participation  and  those  who  express  very  valid  concerns  about 
preserving  the  original  aims  and  goals  of  reexamination  and  avoiding  the  pitfalls 
of  the  inter  parses/protest  proceedings  in  effect  several  years  ago. 

Thank  you  for  the  opportunity  to  testify  today.  I  welcome  any  questions  the 
Chairman  or  Members  of  the  Subcommittee  have. 

Senator  DeConcini.  Thank  you,  Mr.  Griswold. 

Mr.  Budinger,  your  situation  is  of  great  interest  to  this  Senator, 
and  Senator  Biden  as  well  has  talked  to  me  about  it.  That's  part 
of  the  purpose  of  these  hearings. 

If  I  understand  the  situation  in  your  particular  case,  you  in- 
vented the  product  and  patented  it,  and  then  you  came  up  with  an- 
other integrated  process  that  goes  along  with  the  original  process 
that  you  kept  as  a  secret.  Is  that  a  fair  summary  of  it? 

Mr.  Budinger.  That  is.  That's  correct. 

Senator  DeConcini.  Now,  the  process  that  you  did  not  patent, 
you  have  continued  to  use  for  a  long  period  of  time? 

Mr.  Budinger.  Almost  20  years. 

Senator  DeConcini.  The  patent  ran  out  on  the  original  product? 

Mr.  Budinger.  That's  correct. 

Senator  DeConcini.  And  now,  you  are  fearful  that  someone  who 
is  manufacturing  your  product  because  it  is  no  longer  patented, 
and  has  been  able  to  figure  out  the  secret  process  that  you  use, 
they  have  filed  a  patent  on  your  process  and  could  restrict  you  from 
using  your  secret  process,  which  would  prevent  you  from  the  sale 
or  manufacture  of  your  product? 

Mr.  Budinger.  That's  exactly  our  concern. 

Senator  DeConcini.  Having  said  all  that,  the  question  is,  has 
that  occurred?  Has  someone  patented  your  process? 

Mr.  Budinger.  Yes. 

Senator  DeConcini.  The  so-called  secret  process? 

Mr.  Budinger.  That  is  correct. 

Senator  DeConcini.  Have  they  made  any  demands  on  you  to  not 
use  it? 

Mr.  Budinger.  No;  fortunately,  the  patent  is  owned  by  a  country 
that  has  so  far  been  somewhat  averse  to  litigation. 

Senator  DeConcini.  And  do  you  know  of  instances  where  there 
has  been  such  an  enforcement  of  a  patent  of  someone's  business  se- 
crets that  has  prevented  them  from  using  that  in  the  continued 
production  of  their  product? 

Mr.  Budinger.  No,  we  don't,  but  I'm  not  sure  that's  significant 
because  that  isn't  something  that  we  normally  pay  a  lot  of  atten- 
tion to  unless  it's  us. 

Senator  DeConcini.  I  understand. 

I  wonder  how  extraordinary  this  is  and  whether  or  not  we  may 
be  facing  a  number  of  potential  incidence  like  this,  like  yours,  if  we 
don't  do  something. 

Mr.  Budinger.  Our  counsel  tells  us  that  it  is  not  uncommon;  in 
fact,  one  of  the  letters  that  I've  submitted  to  you  is  from  a  counsel 
which  says  that  this  has  happened  to  a  number  of  his  clients.  In 
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our  case  it  has  happened  more  than  once.  I  have  chosen  one  par- 
ticular example  which,  at  Mr.  Banner's  suggestion,  was  the  one 
least  likely  to  get  us  into  trouble  by  somebody  deciding,  "Hey,  we 
want  to  go  litigate  that."  In  fact,  there  are  several  patents  that  are 
now  issued  to  foreign  companies  on  processes  that  we  have  been 
using  for  a  longtime. 

Senator  DeConcini.  Mr.  Banner  argues — as  I  understand  it,  and 
Mr.  Banner,  please  correct  me — if  you  had  published  in  a  trade 
magazine  and  made  some  reference  to  your  secret  process,  or  you 
had  plant  showings  where  someone  could  observe  it,  then  there 
would  be  a  prohibition  of  someone  prohibiting  you  from  using  the 
process  that  you  invented  but  kept  secret. 

Is  that  correct,  Mr.  Banner? 

Mr.  Banner.  Yes,  Mr.  Chairman.  I  might  add 

Senator  DeConcini.  I'm  going  to  give  you  plenty  of  time  to  an- 
swer that.  I  just  wanted  to  be  sure  that  that's  what  you  said. 

Now,  Mr.  Budinger,  if  that  is  the  case,  and  I  have  no  reason  to 
doubt  Mr.  Banner's  expertise  in  this  area,  did  you  consider  doing 
that?  Or  did  you  even  know  that  maybe  you  had  those  options? 

Mr.  Budinger.  Yes,  we  did  know  we  had  the  option.  We  really 
wouldn't  want  to  do  that  for  economic  reasons.  We  have  spent  a  lot 
of  money  and  time  in  developing  this  technology  and  the  last  thing 
we  would  want  to  do  would  be  to  make  that  as  a  gift  to  the  com- 
petition. 

Senator  DeConcini.  OK;  so  it's  a  matter  that  if  you  did  what  Mr. 
Banner  suggested  you  could  have  done,  then  that  would  have  given 
you  a  clear  defense  of  an3^body  keeping  you  from  doing  it,  but  that 
would  have  disclosed  the  process  that  you  kept  as  a  secret,  thereby 
giving  it  up  to  the  competitor? 

Mr.  Budinger.  Correct. 

Senator  DeConcini.  Now  the  fact  is  that  they  found  it  through 
their  own  intellectual  capabilities,  they  have  discovered  your  se- 
cret? 

Mr.  Budinger.  Right. 

Senator  DeConcini.  Then  that's  fair  game,  and  you're  not  com- 
plaining about  that? 

Mr.  Budinger.  Correct. 

Senator  DeConcini.  Because  the  patent  has  run  out,  your  prod- 
uct is  open  to  anyone  to  produce  and  if  they  do  reverse  engineering 
or  whatever  and  come  up  with  your  secret,  you're  not  saying,  "Hey, 
you  can't  have  it  because  you  never  patented  it?"  You  just  don't 
want  somebody  to  keep  you  from  using  your  secret  process. 

Mr.  Budinger.  Exactly  right.  If  someone  else  figures  out  what 
we're  doing  and  gets  a  patent  on  it,  the  fact  that  we  chose  at  some 
point  not  to  do  that — that's  our  risk. 

Senator  DeConcini.  You  don't  have  any  problem  with  our  legis- 
lation here,  giving  the  burden  of  proof  on  you  or  someone  like  you 
to  satisfy  that  this  truly  was  a  usable  secret? 

Mr.  Budinger.  No,  I  think  that's  very  appropriate.  The  burden 
of  proof  should  be  on  the  prior  user. 

Senator  DeConcini.  Mr.  Banner,  you  wanted  to  respond? 

Mr.  Banner.  I  just  wanted  to  say,  Mr.  Chairman,  that  my  advice 
to  Mr.  Budinger  was  free.  I  just  wanted  to  be  sure  that  was  clear. 
[Laughter.] 
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Senator  DeConcini.  I'll  tell  you,  that's  a  very  generous  thing, 
Mr.  Banner,  and  I  imagine  Mr.  Budinger  pays  plenty  of  lawyers' 
fees  and  I'm  sure  he'll  send  you  a  "thank  you"  for  that. 

Mr.  Banner.  Do  you  have  a  question  for  me? 

Senator  DeConcini.  Yes,  I  do.  First  of  all,  for  the  record  you  said 
that  all  the  universities  oppose  this  bill.  We've  worked  very  closely 
with  the  Association  of  University  Technology  Managers,  Inc.;  you 
are  familiar  with  that  group,  Mr.  Banner? 

Mr.  Banner.  Yes. 

Senator  DeConcini.  Their  president,  Mr.  Hostetler,  sent  us  a 
memo  on  prior  users'  rights.  He  has  worked  with  us  on  the  draft, 
which  is  substantially  the  bill  that  has  been  introduced.  Although 
it  is  not  a  resounding  support  of  the  bill,  I  will  just  read  a  part  of 
it  and  I  will  put  the  full  memo  in  the  record. 

It  says,  "Thus  we  feel  we  should  either  give  Mr.  Budinger's  bill 
our  qualified  support,  or  at  least  indicate  that  we  won't  actively  op- 
pose it — at  least  as  long  as  it  remains  as  drafted,"  which  it  has 

done. 

So  I  think  your  representation  that  the  universities  oppose  this 
is  inaccurate.  They  may  not  support  it  as  the  Intellectual  Property 
Owners  do,  but  certainly  they  do  not  find  objections  to  this  limited 
bill  where  we  have  attempted  to  rectify  all  outstanding  concerns, 
and  I  want  the  record  to  show  that. 

[The  referenced  memorandum  follows:] 

Association  of  University  Technology  Managers,  Inc., 

Corvallis,  OR,  June  20,  1994. 

TO:  All  AUTM  Members 

FROM:  William  Hostetler,  AUTM  President 

RE:  PRIOR  USER  RIGHTS 

As  you  may  be  aware,  efforts  are  underway  to  introduce  Federal  Prior  User 
Rights  legislation.  In  order  to  keep  you  updated  on  the  progress  of  this  issue,  en- 
closed you  will  find  a  memo,  "The  Threat  to  Small  American  Manufacturers,"  from 
W.D.  Budinger  at  Rodel,  Inc.,  a  copy  of  the  Proposed  Prior  User  rights  Bill  as  it 
currently  exists,  and  a  copy  of  a  section-by-section  analysis  of  the  bill. 

The  stand  being  taken  by  the  AUTM  Board  is  as  follows:  While  we  would  rather 
not  have  any  form  of  Prior  User  Rights  or  only  a  Hmited  form  that  has  to  be  claimed 
within  some  reasonable  time  after  a  patent  issues,  we  are  convinced  that  Mr. 
Budinger's  proposed  legislation  is  about  as  limited  a  form  of  Prior  User  Rights  as 
we  are  ever  going  to  see.  Thus,  we  feel  we  should  either  give  Mr.  Budinger's  bill 
our  qualified  support  or  at  least  indicate  that  we  won't  actively  oppose  it — at  least 
as  long  as  it  remains  as  drafted.  Hopefully  passage  of  the  Budinger  bill  will  forestall 
the  introduction  of  a  broader  form  of  Prior  User  Rights  of  the  sort  that  some  of  the 
larger  industrial  corporations  have  been  pushing. 

Members  of  the  AUTM  Board  have  worked  with  Mr.  Budinger  to  narrow  the  bill 
as  much  as  possible  and  he  has  tried  very  hard  to  meet  our  concerns  because  he 
wants  university  support.  He  has  a  commitment  from  DeConcini's  staff  that,  if  the 
bill  becomes  controversial  and  gets  changed,  they  will  see  that  it  is  withdrawn  from 
consideration. 

The  AUTM  Board  feels  that  it  would  be  a  waste  of  our  efforts  to  actively  oppose 
this  bill  but  the  Board  will  make  clear  that  any  broader  form  of  Prior  User  Rights 
would  result  in  our  strong  opposition. 

This  is  AUTM's  position  on  this  issue.  AUTM  Members  should  feel  free  to  express 
their  individual  opinions  to  their  Washington  representatives  and  to  the  AUTM 
Board.  We  would  appreciate  it  if  you  would  forward  copies  of  any  letters  you  write 
to  Penny  Dalziel  at  the  AUTM  Headquarters. 


36 


RODEL  Inc., 
Newark,  DE,  March  13,  1994. 


The  Threat  to  Small  American  Manufacturers 

A  new  threat  has  appeared  to  the  technology  used  by  America's  small  manufac- 
turers. It  is  becoming  possible  to  stop  American  manufacturers  from  using  their  own 
technologjy — technology  they  may  have  been  using  for  decades.  Individual  inventors 
and  small  manufacturers  are  particularly  at  risk. 

Here  as  one  real  life  example  from  Roael's  experience: 

For  years  our  company  has  been  manufacturing  one  of  its  principle  prod- 
ucts by  using  a  fairly  simple  process  involving  heat.  When  we  first  began 
the  process  aumost  20  years  ago,  the  process  was  not  considered  patentable. 
Now  the  intellectual  property  climate  has  changed  and  many  such  proc- 
esses are  more  easily  patented.  However,  because  heating  is  old  art  to 
Rodel,  we  long  ago  lost  our  right  to  patent  it.  On  the  other  hand,  a  company 
which  has  not  previously  made  a  product  using  such  a  process  is  not  simi- 
larly precluded  from  filing  for  a  patent.  A  few  years  ago,  a  foreign  company 
analyzed  our  product  and  determined  that  we  made  it  using  heat  (a  fairly 
easy  analysis  to  make),  they  filed  a  patent  in  their  own  country  claiming 
the  use  of  heat.  They  then  filed  for  and  received  a  U.S.  counterpart  patent. 
We  now  find  ourselves  facing  a  new  U.S.  patent  on  the  process  that  we  de- 
veloped 20  years  ago  to  make  our  product.  The  foreign  company  that  holds 
the  patent  is  a  huge  corporation.  It  dwarfs  our  small  enterprise.  If  they 
choose  to  enforce  their  patent,  they  have  the  financial  horsepower  to  over- 
whelm us.  Our  attorneys  tell  us  that  under  U.S.  law,  the  holder  of  a  valid 
patent  on  our  process  would  almost  certainly  be  able  to  stop  our  production. 

This  threat  did  not  always  exist  in  its  present  form.  It  is  a  side  effect  of  changes 
in  our  court  system  (CAFC),  the  dropping  of  trade  barriers,  and  the  increased  inter- 
est by  foreign  firms  in  U.S.  technology  and  the  patent  system.  Indeed,  most  small 
U.S.  firms  do  not  yet  compete  globally  and  are  not  yet  aware  of  the  threat.  As  was 
our  case,  most  inventors  believe  that  if  they  have  been  using  technology  for  more 
than  a  year,  it  can't  be  patented.  Most  of  us  are  not  aware  that  our  use  of  tech- 
nology is  not  necessarily  a  bar  to  some  one  else  coming  along  much  later  and  getting 
a  patent  on  it.  We  are  vulnerable  in  a  way  we  never  expected. 

The  situation  is  particularly  acute  for  smaller  enterprises.  Most  manufacturers, 
especiallv  small  manufacturers,  do  not,  and  indeed  cannot,  patent  all  their  tech- 
nology. Patents  are  expensive  and  their  prosecution  takes  precious  time  away  from 
management  or  new  innovation.  Inventors  and  small  companies  generally  try  to  pat- 
ent only  those  inventions  that  they  intend  to  sell  on  the  open  market.  The  hundreds 
or  thousands  of  little  innovations  that  are  incorporated  in  their  tooling,  processing, 
ov  intermediate  materials  are  rarely  patented.  If  small  companies  were  required  to 
patent  everything  they  want  to  keep  using,  they  would  have  to  submit  every  piece 
of  their  technology  for  review  by  patent  attorneys.  Such  reviews  (and  the  resulting 
defensive  patents)  would  be  prohibitively  expensive. 

We  must  do  something  about  this  problem.  Small  enterprises  are  the  spawning 
grounds  for  our  economic  future.  More  and  more,  the  survival  of  these  small  enter- 
prises will  depend  upon  their  global  competitiveness.  This  issue  strikes  at  the  heart 
of  that  competitiveness — the  cost  and  effectiveness  of  protecting  hard  earned  tech- 
noicg>'.  ^;one  of  our  major  foreign  competitors  operate  under  the  disadvantage  we 
have.  To  protect  their  technology,  our  foreign  competitors  need  only  keep  it  con- 
fidential. Their  laws  assure  them  the  right  of  continued  use  even  if  someone  later 
com.es  along  and  gets  a  patent.  On  the  other  hand,  under  American  law,  in  order 
to  be  assured  the  right  of  continued  use,  we  must  publish  our  technology  either 
openly  or  in  the  form  of  patents.  But  even  if  we  could  afford  to  file  for  U.S.  patents 
on  everything  we  do,  filing  creates  a  new  danger.  Since  our  foreign  competitors  are 
free  to  read  U.S.  patents  (and  soon  even  our  applications  may  be  published),  they 
gain  immediate  access  to  our  technology.  If  we  are  required  to  defensively  patent 
all  our  processes,  the  only  way  we  can  globally  protect  ourselves  is  to  file  counter- 
part patents  all  over  the  world.  The  burden  is  huge.  The  cost  of  filing  and  maintain- 
ing just  one  European  patent  is  $88,000.  That  doesn't  include  Asia  or  any  of  the 
costs  of  enforcement.  No.  Defensive  patenting  is  just  not  a  viable  option  for  small 
U.S.  companies  operating  in  a  global  marketplace.  We  must  be  able  to  keep  our 
technology  confidential  without  fear  that  it  can  be  taken  from  us. 

Our  major  trading  partners  have  already  addressed  this  issue  and  protected 
themselves.  They  can  safely  keep  their  technology  confidential  because  they  have 
added  "prior  user  rights"  to  their  patent  law.  Under  a  prior  user  right,  if  a  patent 
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issues  and  someone  else  can  prove  that  he  has  been  using  the  technology  since  be- 
fore the  priority  date,  the  law  protects  continuation  of  that  prior  use.  As  things 
stands  now,  if  we  get  a  patent  on  their  technology,  they  can  keep  operating.  If  they 
get  a  patent  on  our  technology  they  can  shut  us  down. 

The  problem  can  be  easily  fixed  by  incorporating  prior  user  protection  into  Amer- 
ican patent  law.  But  we  need  to  act  quickly.  According  to  that  celebrated  statement 
made  by  Fujitsu,  the  accumulating  mass  of  foreign  patents  is  a  sleeping  bomb  over 
American  industry. 

Senator  DeConcini.  Now,  Mr.  Banner,  let  me  ask  you  this 

Mr.  Banner.  May  I  comment  on  that,  sir? 

Senator  DeConcini.  Sure. 

Mr.  Banner.  I  think  you  will  fmd  the  record  clear,  that  I  didn't 
say  "all  universities"  were  opposed  to  it.  I  said  "universities"  were 
opposed  to  it.  I  got  that  from  Mr.  Bremmer,  who  is  very  active  in 
that  association.  His  telephone  conversation  with  me  indicated  that 
he,  who  is  very  active  in  the  university  area,  and  others  who  are 
of  a  similar  ilk,  oppose  this  bill.  That's  where  I  got  it. 

Senator  DeConcini.  Certainly,  this  organization  represents,  I 
would  suggest,  the  university  community.  It  may  not  represent 
every  single  opinion  of  every  university,  but  it  is  the  most  pres- 
tigious group  I  know  of,  of  universities  that  deal  with  technology, 
and  they  do  not  oppose  it.  You  don't  question  that,  do  you? 

Mr.  Banner.  Not  at  all. 

Senator  DeConcini.  OK. 

Now,  Mr.  Banner,  let  me  ask  you  this.  The  ABA  meeting  in  New 
Orleans  this  last  week  adopted  a  resolution  in  opposition  to  S. 
2272,  specifically. 

Mr.  Banner.  Yes,  that's  correct. 

Senator  DeConcini.  Now,  does  that  mean  that  the  full  ABA 
voted  on  that?  That  was  presented  to  the  full  House  of  Delegates, 
or  whatever  it's  called? 

Mr.  Banner.  No.  The  House  of  Delegates  had  adopted  the  resolu- 
tion back  in  1968,  which  is  almost  identical  to  the  one  which  was 
adopted  by  the  Council  of  the  Section  last  Saturday.  As  a  matter 
of  fact,  the  Council's  Section  resolution  was  patterned  on  the  posi- 
tion taken  by  the  American  Bar  Association. 

Senator  DeConcini.  In  1968  the  American  Bar  Association  as  a 
whole — its  delegates 

Mr.  Banner.  The  House  of  Delegates,  yes. 

Senator  DeConcini  [continuing].  The  House  of  Delegates  passed 
a  resolution? 

Mr.  Banner.  Yes. 

Senator  DeConcini.  I'd  like  to  have  that  for  the  record. 

Mr.  Banner.  Yes,  you  will.  I  will  put  it  in  with  my  statement. 

Senator  DeConcini.  And  then  just  last  week,  the  Section  on  Pat- 
ents and  Copyrights,  the  full  group,  meeting  in  their  regular  meet- 
ing, adopted  a  resolution  in  support  of  the  1968  resolution  cf  the 
House  of  Delegates,  is  that  accurate? 

Mr.  Banner.  No,  it  is  not  accurate.  The  council  of  the  section 

Senator  DeConcini.  The  council?  What  is  the  council? 

Mr.  Banner.  The  council  is  the  governing  body  of  the  section. 

Senator  DeConcini.  Like  a  board  of  directors? 

Mr.  Banner.  Like  a  board  of  directors. 

Senator  DeConcini.  Of  the  section? 

Mr.  Banner.  Yes. 
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Senator  DeConcini.  So  it  was  never  presented  to  the  section  at 
the  American  Bar  Association  meeting? 

Mr.  Banner.  That's  correct.  It  readopted  the  position  of  the 
American  Bar  Association.  Not  that  it  had  to. 

Senator  DeConcini.  Does  the  council  of  the  section  normally 
take  positions  on  behalf  of  the  section  without  presenting  them  to 
the  section? 

Mr.  Banner.  It  takes  those  positions,  Senator,  when  two  things 
occur:  number  one,  when  the  situation  is  one  which  is  in  accord- 
ance with  the  American  Bar  Association  position,  the  major  group, 
the  House  of  Delegates,  and  when  there  is  some  reason  to  believe 
that  there  is  urgency.  The  reason  to  believe  that  there  was  urgency 
was  the  fact  of  these  hearings  today,  on  Tuesday.  The  meeting  was 
last  Saturday. 

Senator  DeConcini.  And  you  were  prohibited  from  presenting  it 
to  the  full  section? 

Mr,  Banner.  There  was  no  full  section  meeting  at  that  time. 

Senator  DeConcini.  There  was  no  full  section.  And  was  there  a 
full  section  meeting  during  this  Bar  convention? 

Mr.  Banner.  No. 

Senator  DeConcini.  Oh,  I  see.  So  there 

Mr.  Banner.  Well,  there  was  a  section  meeting,  but  it  was  not 
a  business  meeting  for  the  purpose  of  discussing  these  resolutions. 
Resolutions  come  to  the  floor  of  the  section  after  committee  action 
and  committee  vote. 

Senator  DeConcini.  Committee?  You  mean  the  council? 

Mr.  Banner.  No,  I  mean  that  the  section  itself,  now,  is  divided 
up  into  different  committees,  and  the  different  committees,  during 
the  committee  year,  formulate  resolutions.  Those  resolutions,  then, 
are  debated  at  the  full  meeting.  The  full  meeting  here  was  in 
June 

Senator  DeConcini.  Oh,  I  see.  So  you  didn't  know  about  this 
bill? 

Mr.  Banner.  That's  right. 

Senator  DeConcini.  So  there  was  no  committee  review  of  this 
bill  in  the  June 

Mr.  Banner.  There  was  a  very  brief  committee  review  because 
a  special  committee  had  heard  about  the  bill,  but  they  couldn't 
form  a  committee  report  because  of  the  time  factor. 

Senator  DeConcini.  I  see. 

Now,  will  this  be  presented  to  the  committee  of  the  section  at  the 
next  meeting  of  the  section  or  the  committees? 

Mr.  Banner.  I  don't  know. 

Senator  DeConcini.  Is  your  council  decision  the  final  decision  for 
the  section? 

Mr.  Banner.  Well,  the  section  really  can't  adopt  a  resolution. 
Senator,  which  is  contrary  to  the  resolution  of  the  American  Bar 
Association.  It  can  adopt  a  resolution  which  asks  the  American  Bar 
Association  to  change  its  position. 

Senator  DeConcini.  Sure,  and  that's  what  I'm  trying  to  find  out. 
If  this  committee  doesn't  look  at  this  legislation  in  depth  and 
doesn't  present  whatever  their  findings  are  to  the  full  section,  and 
the  fact  that  the  resolution  of  the  full  House  of  Delegates  was  in 
1968,  which  I'm  sure  you  will  agree  was  a  longtime  ago  in  the 
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sense  of  technology  advancements  and  litigation  and  what  have 
you,  it  seems  to  me  that  the  American  Bar  Assoc  iation  is  indeed, 
as  Mr.  Smith  said,  knee-jerk  in  its  reaction  to  this  legislation.  This 
is  very  disappointing  to  me,  being  a  member — alth  ^ough  not  an  ac- 
tive member  —  of  the  American  Bar  Association,  for  such  a  knee- 
jerk  reaction  to  legislation  that  they  would  not  at;  least  pass  with 
some  qualifying  statement  saying,  "We  will  look  at  it,  we  will  re- 
view the  1968  resolution  and  what  technology  and:  litigation  might 
have  transpired  between  then  and  now,  when  we  aire  asked  to  come 
before  the  Judiciary  Committee  with  a  statement  either  in  support 
or  opposition."  I  respect  the  Bar  Association  in  opposing  it;  I  re- 
spect the  section  in  opposing  it;  I  respect  the  couincil  in  opposing 
it;  I  respect  whatever  their  judgment  is.  But  I  find  it  very,  very  dif- 
ficult to  respect  the  process  that  the  Bar  Association  has  imple- 
mented here  in  such  short  notice,  with  no  qualifications,  on  the 
basis  of  a  process  that  ought  to  be  fair  on  the  part  of  the  Bar  Asso- 
ciation. I  suspect  there  are  some  lawyers  within  that  section  that 
would  have  strong  feelings  and  very  well  may  be  members  of  Intel- 
lectual Property  Owners — as  you  were  for  a  longtime,  the  beginner 
of  it,  as  I  recall,  and  the  former  President  and  an  innovator  in  mov- 
ing intellectual  property  here — who  would  like  to  have  had  some 
say. 

Wouldn't  you  think  so,  Mr.  Banner? 

Mr.  Banner.  I  think  it  would  be  difficult  to  say  that  there's 
something  wrong  with  the  process  if  we  didn't  know  there  was  such 
a  hearing  scheduled  until  very  recently.  There  was  a  special  com- 
mittee report;  we  had  the  special  committee  consider  it,  and  if 
there  is  a  need  to  reconsider  it — that  is  to  say,  if  this  bill  isn't 
passed  until  the  next  time  the  section  meets — it  probably  will  be 
considered.  But  if  the  bill  were  to  be  passed  tomorrow,  I  doubt  very 
much  whether  we  would  consider  it. 

Senator  DeConcini.  I  haven't  seen  your  resolution  from  the — I 
guess  it's  a  resolution  from  the  council 

Mr.  Banner.  Yes. 

Senator  DeConcini  [continuing].  But  I  presume  it  flat  out  op- 
poses S.  2272,  with  no  qualifications  or  caveats  or  what  have  you 
about  "Perhaps  we  should  review  this  in  light  of  the  last  time  the 
Bar  Association  took  a  formal  position,  in  1968." 

Mr.  Banner.  Well,  there  have  been  several  considerations  of  this 
issue  in  general,  but  not  specifically  on  this  issue.  I  think  I  can  as- 
sure you.  Senator,  that  if  this  bill  wasn't  passed  for  another  year, 
there  would  be  a  committee  that  would  look  into  it  again.  I  don't 
see  any  reason  why  it  wouldn't  be. 

Senator  DeConcini.  Why  didn't  the  council  indicate  that  because 
this  was  a  very  limited  emergency  that  they  would  have  to  stand 
with  the  Bar's  position  of  1968,  but  due  to  the  fact  that  that  was 
many  years  ago,  technology  has  changed,  litigation  has  changed, 
that  you  would  oppose  it  but  would  certainly  review  it  very  care- 
fully due  to  these  circumstances?  Was  that  ever  discussed  in  the 
council? 

Mr.  Banner.  It  was  expected  in  the  council  that  this  bill  would 
be  likely  enacted  in  the  very  near  future.  That  was  the  atmosphere 
in  which  the  council  met. 
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Senator  DeConcini.  There  was  no  discussion  as  to  the  merits  or 
any  changes  that  might  have  occurred  since  1968? 

Mr.  Banner.  Oh,  yes,  there  was. 

Senator  DeConcini.  There  was? 

Mr.  Banner.  Yes;  there  was  discussion  of  what  might  have 
changed  since  1968,  and  the  council's  position  was  that  nothing,  as 
it  relates  to  this  issue,  had  changed  since  1968. 

Senator  DeConcini.  Nothing? 

Mr.  Banner.  Nothing. 

Senator  DeConcini.  So  since  1968,  there  absolutely  were  no 
changes  at  all  in  technology  or  litigation  or  cases  affecting  this 
prior  user  right?  That's  what  was  presented  by  the  council? 

Mr.  Banner.  No,  Senator,  I  didn't  say  that  no  technology  had 
changed. 

Senator  DeConcini.  Well,  you  said  there  was  no 

Mr.  Banner.  I  said  that  with  respect  to  this  issue — that  is  to  say, 
whether  or  not  there  should  be  a  royalty  free  license  to  somebody 
who  would  start  something  prior  to  the  filing  date  of  a  later  appli- 
cation— that  hasn't  changed  at  all. 

Senator  DeConcini,  No;  didn't  you  say  that  there  had  been  no 
changes  since  1968?  Isn't  that  what  you  said? 

Mr.  Banner.  In  this  issue,  the  issue  of  whether 

Senator  DeConcini.  Yes,  in  the  prior  user  rights  issue. 

Mr.  Banner.  That's  correct. 

Senator  DeConcini.  OK;  so  there  had  been  no  changes? 

Mr.  Banner.  That's  correct. 

Senator  DeConcini.  So  that's  what  was  presented  and  that  was 
what  the  council  adopted. 

Mr,  Banner.  I  don't  know  if  it  was  presented,  but  that's  what 
the  council  adopted. 

Senator  DeConcini.  Well,  you  said  it  was  presented.  You  said 
there  was  discussion  on  it. 

Mr.  Banner,  There  was  discussion 

Senator  DeConcini.  And  if  there  was  discussion,  it  had  to  be 
presented,  did  it  not,  Mr.  Banner,  that  there  had  been  "no  changes 
in  the  prior  use  rights  position,  or  in  this  area  of  the  law,  since 
1968,  so  we  are  adopting  this  resolution?"  Isn't  that  a  fair  conclu- 
sion? 

Mr.  Banner.  If  you  mean  "presented"  in  the  sense  that  it  was 
discussed,  I  said  it  was  discussed,  but  there  was  no  statement  pre- 
sented to  the  effect  that  it  hadn't  changed. 

Senator  DeConcini.  But  isn't  that  what  you're  saying?  Isn't  that 
what  you  just  said,  that  it  hadn't  been  changed,  so  that's  why  you 
adopted  the  resolution? 

Mr.  Banner.  Senator,  I  don't  know  what  you're  saying. 

Senator  DeConcini,  What  I'm  saying 

Mr.  Banner.  The  council  adopted  the  resolution 

Senator  DeConcini.  I  don't  mind  telling  you  what  I'm  saying.  I 
think  the  Bar  Association  and  this  council  had  it  rigged,  and  it 
acted  as  a  knee-jerk  reaction  without  being  fair  or  without  being 
very  judicious  in  the  sense  of  what  lawyers  are  all  about.  So  to 
have  a  resolution  of  1968  and  not  have  some  presentation,  or  at 
least  put  a  caveat  or  a  qualifier  in  the  opposition  because  of  time — 
and  I  understand  that — to  me,  the  credibility  of  the  Bar  Associa- 
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tion  is  certainly  questioned  in  this  particular  interest.  That's  just 
the  opinion  of  this  Senator;  nobody  else  is  here;  maybe  nobody 
gives  a  damn,  but  to  me,  I  value  the  Bar  Association.  We  asked 
them  to  testify.  I've  worked  with  the  Bar  Association  on  this  par- 
ticular section  on  much  legislation,  and  they  have  been  very  spe- 
cific and  thorough  in  their  reaction.  I've  worked  with  them  on  the 
family  section.  I've  worked  with  them  on  the  criminal  section,  on 
the  Constitutional  section.  I  find  them  to  be  extremely  thorough 
and  to  review  things  that  might  date  back  to  1968.  I  don't  find  that 
in  your  presentation  today. 

Mr.  Griswold? 

Mr.  Griswold.  Senator,  I  am  a  member  of  the  American  Bar  As- 
sociation and  I  am  familiar  with  the  proceedings.  Actually,  there 
was  a  resolution  passed  by  the  section,  the  full  membership  of  the 
section,  in  1982  that  was  is  favor  of  prior  user  rights — not  in  the 
context  of  harmonization. 

Senator  DeConcini.  Mr.  Banner,  are  you  aware  of  that? 

Mr.  Banner.  No. 

Senator  DeConcini.  You're  not  aware  of  that? 

Mr.  Banner.  No;  I  know  there  have  been  several  resolutions  over 
the  years,  OK? 

Senator  DeConcini.  You're  not  aware  of  that,  and  yet  your  coun- 
cil passes  this  resolution?  I  mean,  that 

Thank  you,  Mr.  Griswold. 

I'm  sure  you  won't  be  held  in  high  esteem  at  the  next  Bar  Asso- 
ciation meeting,  but  who  cares,  right?  I  mean,  this  is  the  kind  of 
shenanigans  that,  to  me,  is  disheartening;  from  the  most  pres- 
tigious organization  of  lawyers  in  the  world,  one  that  has,  to  me, 
the  capability  of  having  credibility  with  the  American  public,  as 
well  as  lawyers.  And  this  is  just  one  incident.  I  wonder  how  many 
others  there  are. 

Mr.  Banner.  Let  me  ask  you  a  question. 

Senator  DeConcini.  Yes,  sir? 

Mr.  Banner.  What  resolution  are  you  talking  about? 

Mr.  Griswold.  Resolution  206-1. 

Mr.  Banner.  When  was  it  passed? 

Mr.  Griswold.  In  1982,  is  what  I  have. 

Mr.  Banner.  In  1982? 

Mr.  Griswold.  Yes. 

Mr.  Banner.  I  don't  have  anything  here  in  1982.  I  have  one  in 
1993,  but  that  has  to  do  with  harmonization,  which  is  certainly  not 
what  we're  talking  about. 

Mr.  Griswold.  That's  right.  The  resolution  that  was  passed  in 
1993  did  relate  to  the  context  of  harmonization,  but  the  1982  reso- 
lution, as  I  understand  it,  on  its  face  certainly  doesn't  indicate  any 
reference  to  harmonization. 

Senator  DeConcini.  Mr.  Banner,  I  have  it  here  and  I  will  be  glad 
to  give  you  a  copy.  I'm  going  to  put  it  in  the  record,  and  we  will 
be  glad  to  share  it  with  you.  That's  all  I  need;  I  think  it's  pretty 
clear  where  the  Bar  Association  is  coming  from  on  this  one. 

[The  copy  of  Resolution  206-1  follows:] 
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136  206  1     /^^/^Z^/ii^/^^  /      ^CE  WITH  CONTRACTS 

that  whether  or  not  thcrtr  is  a  valid  copyright,  if  the  subject  matter  is  found  to  be 
that  which  is  capable  of  being  copyrights,  the  courts  will  find  preemption.  On  the 
other  hand,  even  though  the  state  lawr  cause  of  action  might  require  proof  of 
additional  elements,  for  example  int/nt,  secondary  meaning,  or  likelihood  of 
confusion,  1  the  relief  sought  is  fourfd  to  be  "equivalent"  to  that  of  copyright, 
then  the  preemption  of  Section  301  is  found  controlling. 

It  is  interesting  to  compare  thos/ cases  finding  preemption  with  those  recent 
cases  in  which  the  courts  have  /ecided  the  issue  of  whether  a  state  statute 
attempting  to  control  "blind  bidding"  by  motion  picture  distributors  is  unconstitu- 
tional. In  holding  that  the  statutci  are  a  proper  exercise  of  state  power  and  not  in 
conflict  with  the  federal  schem^  the  courts  necessarily  construe  the  legislative 
history  underlying  Section  301/ but  in  a  direction  clearly  limiting  the  scope  of 
Section  301  to  preempt  only  wHat  would  have  been  protected  under  state  common 
law  copyright  theories  prior/ to  the  1976  act.  Associated  Film  Distribution 
Corporation  v.  Thornburgh,  klO  F.  Supp.  971  (E.D.  Pa.  1981);  Allied  Artists 
Corporation  v.  Rhodes,  496  F.  Supp.  442  (N.D.  Ohio  1980).  Perhaps  this  is  the 
proper  analysis.  If  so,  then  u  should  be  used  also  in  a  determination  of  whether  a 
state  unfair  competition  cla(m  has  been  preempted. 

SUBCOMMITTEE  B     Paul  M.  Enlow,  Subcommittee  Chairman 

Subject  2.  RECONCILIATION  OF  THE  TRADE  SECRET/PATENT  CON- 
FLICT. 

PROPOSED  RESOLUTION  206-1. 

1  RESOLVED,  that  the  Section  of  Patent,  Trademark  and  Copyright  Law 

2  favors  in  principle  legislation  providing  an  in  personam  right  or  right  of  prior 

3  ■■  nail  iwfui  iiiiiifclpublic  user  to  the  first  inventor  who  elects  to  keep  his  invention 

4  a  trade  secret,  and  further  provides  that  the  patent  on  the  same  invention 

5  which  was  independently  discovered  by  a  subsequent  inventor  shall  not  be 

6  held  invalid  based  on  the  trade  secret^iuii  iiifui  llllliy\public  use  of  the  first 

7  inventor. 


Past  Action.  The  following  resolution  was  recommitted  by  the  Section  at  the 
August  meeting  in  August  1981  (1981SP67-R206-2). 

Proposed  Resolution  No.  206-2 

RESOLVED,  that  the  Section  of  Patent,  Trademark  and  Copyright  Law  favors  in 
principle  the  concept  and  enactment  of  an  in  personam  right  or  right  of  prior  user 
as  a  means  to  resolve  the  conflict  between  the  first  inventor  who  keeps  his 
invention  a  trade  secret  and  the  independent  second  inventor  who  obtains  a  patent 
on  the  invention. 
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The  following  resolution  was  defeated  by  the  Section  at  the  Annual  Meeting  in 
August  1979  (1979SP88-R402-2). 

Resolution  No.  402-2 

RESOLVED,  that  the  Section  of  Patent,  Trademark  and  Copyright  Law  favors  in 

principle  legislation  providing  that  one  who  has  elected  to  practice  the  use  of  an 

invention  as  a  trade  secret  rather  than  to  patent  it  shall  have  no  supervening  right 

to  continue  practicing  it  as  against  one  who  independently  invents  and  patents  the 

invention. 

Discussion.  This  is  the  eighth  year  that  this  committee  has  considered  the 
respective  rights  of  the  first  inventor  who  keeps  his  invention  as  a  trade  secret  and 
a  second  who  independently  discovered  the  invention  and  obtains  a  patent.  As 
indicated  by  the  disposition  of  the  1979  resolution  and  the  1980  resolution  the 
Section  has  had  difficulty  in  providing  a  solution  to  the  conflict  between  a  first 
inventor  trade  secret  user  and  a  second  inventor  patentee. 

Most  of  the  industrial  nations  of  the  world  have  solved  this  problem  by  creating 
a  "right  of  prior  user"  which  permits  the  trade  secret  user  to  practice  his 
invention  in  secrecy  without  fear  that  a  subsequent  patentee  will  be  able  to  assert 
the  patent  against  the  trade  secret  user.  These  countries  do  not  recognize  a  prior 
trade  secret  use  of  an  invention  known  to  the  patentee  to  render  the  patent  invalid. 
There  is  little  case  law  directly  concerning  the  conflict  and  as  indicated  in  last 
year's  committee  report  the  cases  are  ambiguous  as  to  whether  a  prior  trade  secret 
use  of  an  invention  later  discovered  independently  and  patented  should  defeat 
such  a  patent.  It  is  the  purpose  of  the  newly  proposed  resolution  to  solve  the 
conflict  by  protecting  the  trade  secret  user  from  the  action  by  the  second  inventor 
patentee  and  at  the  same  time  eliminate  the  possible  consequence  of  invalidating  a 
patent  based  on  a  prior  secret  use. 

Many  authors  have  discussed  the  problem  under  consideration  following  the 
Supreme  Court's  Opinion  in  Kewanee  OH  Co.  v.  Bicron  Corp.,  416  U.S.  470 
(1974),  wherein  the  court  noted  that  the  patent  laws  and  the  trade  secret  laws  are 
compatible  since  they  both  encourage  the  development  of  new  inventions.  It 
seems  axiomatic  that  since  the  primary  goal  of  the  patent  laws  is  to  promote  the 
advancement  of  the  Arts  and  Sciences  in  return  for  disclosure  to  the  public,  the 
patentee  who  does  disclose  his  invention  should  not  be  punished  by  invalidating 
his  patent  due  to  the  prior  independent  secret  use.  See  for  example,  The  Trade 
Secret  Owner  v.  The  Patentee  of  the  Same  Invention:  A  Conflict?,  57  JPOS  742 
(1975);  The  Rights  of  the  First  Inventor  Trade  Secret  Users  as  Against  Those  of  the 
Second  Inventor— Patentee,  61  JPOS  574  (1979);  and  The  Non-Informing  Public 
Use  Concept  and  its  Application  to  Patent-Trade  Secret  Conflicts,  45  Albany  La'w 
Review  1060  (1981). 

Unless  legislation  is  enacted  providing  protection  for  the  prior  user  of  a  trade 
secret  and  also  protection  for  the  second  independent  inventor  who  secures  a 
patent,  there  will  continue  to  be  mutual  destruction  of  patents  and  trade  secrets. 
The  solution  clearly  is  to  let  the  patent  stand  without  being  invalidated  by  a  prior 
trade  secret  use  and  at  the  same  time  assure  the  trade  secret  holder  that  he  will  not 
be  the  subject  of  a  later  filed  patent  infringement  suit.  By  protecting  the  rights  of 
both  parties  the  patentee  would  receive  protection  for  his  invention  and  the 
independent  trade  secret  user  would  be  allowed  to  continue  using  his  invention. 
This  solution  would  be  in  conformity  with  the  Kewanee  decision  and  would  satisfy 
the  constitutional  mandate  concerning  the  use  of  patents  to  promote  the  progress 
of  the  Arts  and  Sciences. 

SUBCOMMITTEE  C     William  L.LaFuze.  Subcommittee  Chairman 
Subject  3.  UNIFORM  TRADE  SECRETS  ACT. 
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you  have  these  same  damages  in  bot«  cases,  even  though  43(a)  refers  to 
registrants  and  there  is  clear  statutory^nd  decisional  authority  that  the  Lanham 
Act  does  not  preempt  state  iradcma^and  unfair  competition  statutes. 

The  initial  topic  we  dealt  with  wa/"reverse  confusion".  The  first  thing  we  dealt 
with  was  the  definitional  aspects/with  the  advent  of  "reverse  confusion"  there 
are  two  types  of  confusiony^rdinary  confusion,  where  the  defendant  has 
suggested  his  goods  come  ftom  the  plaintiff,  and  reverse  confusion,  where  the 
confusion  is  that  the  tradenrark  owner's  products  come  from  the  infringer.  Those 
arc  typical  cases  where yA  small  trademark  owner  is  overwhelmed  by  a  large 
advertising  campaign  ixim  an  infringer.  We  felt  the  doctrine  itself  was  satisfac- 
tory. We  had  some  se/ous  questions  regarding  damages  that  have  been  assessed 
in  cases  of  reverse  c6nfusion." 

The  council  had^laced  Resolution  205-1  in  Class  2,  Approved,  and  the  Section 
ratified  Council's>6ction. 

Mr.  McAuliff^rthen  introduced  Mr.  Edward  G.  Fiorito,  Chairman  of  Committee 
206. 

Resolution  256-1 

Mr.  Fiorito  gave  the  Committee's  report:  "Committee  206  has  been  attempting 
to  provide  you  with  a  resolution  that  will  resolve  the  conflict  between  trade 
secrets  and  patents  that  has  continued  for  almost  the  number  of  years  clear  back 
to  the  last  time  we  met  here  in  San  Francisco. 

"For  those  of  you  who  may  not  be  familiar  with  the  conflict  that  arises,  when  a 
trade  secret  owner  maintains  his  trade  secret  in  secret,  using  it,  and  not  divulging 
it  or  doing  anything  that  would  reveal  it  to  the  public,  and  quite  independently  at  a 
subsequent  time  another  independent  discoverer  invents  the  same  invention  and 
secures  a  patent,  the  conflict  arises  and  the  question  arises  whether  or  not  the 
prior  trade  secret  use  should  be  a  basis  for  invalidating  the  subsequent  patent,  or 
whether  the  patent  owner  should  be  able  to  successfully  find  that  the  prior  trade 
secret  user  infringes  his  patent. 

"The  proposed  Resolution  206-1  on  page  136  of  the  Gray  Book  attempts  to 
solve  this  conflict  in  an  equitable  way.  It  eliminates  the  possible  consequence  of 
invalidating  the  patent  based  on  the  prior  trade  secret  use,  while  at  the  same  time 
providing  an  in  personam  right  protecting  the  trade  secret  user  from  being  found 
to  infringe  the  subsequent  patent  by  the  second  inventor. 

"This  resolution  is  consistent  with  the  Supreme  Court's  opinion  in  Kewanee, 
where  the  court  ultimately  held  that  the  federal  patent  law,  while  prohibiting  the 
states  from  setting  up  competing  patent  laws,  docs  not  preempt  trade  secret  law. 
The  court  went  on  to  state  that  the  patent  and  trade  secret  systems  are 
compatible,  as  both  systems  seek  to  encourage  invention. 

"It  is  this  co-existence  of  the  trade  secret  law  and  the  patent  law  that  makes  it 
imperative  that  the  conflict  we  are  addressing  here  today  be  resolved  through  the 
enactment  of  legislation  which  protects  the  prior  user  of  the  trade  secret  and  also 
protects  the  second  independent  inventor  who  secures  the  patent.  Unless  a 
reasonable  resolution  is  found  there  will  continue  to  be  mutual  destruction  of  the 
patent  and  the  trade  secret. 

"Another  point  of  consideration  by  the  Committee  was  whether  or  not  the  in 
personam  right  applies  to  all  types  of  trade  secrets,  and  it  is  the  intention  of  this 
Committee  to  have  this  particular  resolution  apply  to  all  trade  secrets,  whether 
they  are  the  kind  of  trade  secret  that  is  used  in  the  manufacturing  facility  such  as 
chemical  processes  or  mechanical  manufacturing  equipment,  as  well  as  applying 
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an  in  personam  right  to  the  types  of  trade  secrets  that  are  embodied  in  products 
that  are  put  into  public  commerce— products  which,  however,  do  not  divulge  the 
trade  secret. 

"So,  there  may  be  ways  of  improving  the  language,  and  maybe  we  should 
improve  it;  but  what  we  are  asking  here  today  is  that  rather  than  have  the 
Committee  come  back  next  year  or  until  the  next  time  this  Section  meets  in  San 
Francisco,  we  feel  the  resolution  captures  the  basic  elements  that  could  provide 
the  basis  for  much-needed  legislation  to  resolve  this  conflict. 

Mr.  Jorda  proposed  an  amendment  to  Resolution  206-1,  namely,  the  deletion  of 
the  term  "non-informing  public"  in  both  occurrences  on  line  3  and  line  6. 

Mr.  Jorxla  explained:  "Mr.  Fiorito  has  mentioned  that  the  intention  was  that 
this  resolution  apply  to  all  trade  secrets,  including  trade  secrets  inherent  in 
manufacturing  processes.  I  will  agree  this  is  a  greatly  improved  version  over  prior 
versions.  However,  I  am  afraid  it  does  not  apply  to  all  trade  secrets  as  it  should. 
By  removing  this  limiting  language  it  would  apply  to  all  trade  secrets.  This  limiting 
language  narrows  the  resolution  so  much  that  it  is  practically  useless,  because  it 
applies  only  to  commerciaJly  marketed  products." 

Chairman  DeGrandi  noted  that  Mr.  Fiorito  accepted  the  amendment,  and 
debate  continued  on  the  resolution. 

Mr.  Fryer  favored  the  resolution,  adding.  "I  would  like  to  get  on  the  record  the 
fact  that  I  interpret  this  as  not  precluding  the  possibility  of  writing  in  a  more 
specific  limitation  on  the  term  of  the  patent  which  is  allowed  to  exist.  I  am 
uncomfortable  with  that  patent  being  issued  for  17  years.  I  would  rather  see,  for 
example— and  I  assume  this  can  be  done  and  this  resolution  does  not  stop  the 
Committee  or  the  Section  from  voting  in  further  detail  later— that  the  patent  might 
be  limited  to  17  years  from  the  date  of  the  first  commercial  use  of  that  particular 
trade  secret.  I  speak  in  favor  of  the  resolution  with  that  understanding." 

Mr.  Ackerman  proposed  an  amendment:  on  lines  3  and  4  delete  the  words  "to 
keep  his  invention  a  trade  secret"  and  replace  them  with  the  words  "not  to  seek 
patent  protection  on  his  invention." 

Mr.  Ackerman  explained  his  amendment:  "The  reason  1  propose  the  amend- 
ment is  because  it  seems  to  me  in  the  wording  of  the  resolution  (which  I  approve 
of  otherv/ise)  the  in  personam  right  being  proposed  would  be  dependent  on  the 
persons  keeping  the  invention  a  trade  secret  forever,  that  if  the  person  pechaps 
published  material  after  the  patent  was  issued  relating  to  his  invention,  or  m 
another  way  it  no  longer  was  a  trade  secret,  he  would  lose  the  in  personam  trade 
secret  right.  I  would  like  to  hear  that  discussed." 

Mr.  Fisher  opposed  the  amendment:  "I  am  sympathetic  with  the  objective  of 
the  amendment,  but  1  don't  think  it  comes  to  where  it  wants  to,  because  if 
someone  files  a  patent  application  and  fails  to  get  a  patent  and  wants  to  abandon, 
he  is  wiped  out  as  amended." 

The  motion  to  amend  was  defeated.  Mr.  Rohrback  rose  in  opposition  to  this 
resolution.  "I  believe  this  Section  should  encourage  the  prompt  filing  of  patent 
applications,  the  use  of  the  patent  system,  the  prompt  issuance  of  patents.  I  do  not 
believe  we  should  be  as  worried  about  the  nght  of  one  who  elects  to  keep  his 
invention  a  trade  secret  as  we  are  of  the  one  who  seeks  to  take  advantage  of  the 
patent  system. 

"I  believe  this  resolution  encourages  people  to  avoid  use  of  the  patent  system, 
in  the  hope  that  they  can  maintain  a  monopoly  on  their  trade  secret  ad  infinitum, 
whereas  the  patent  system  itself  would  limit  that  monopoly.  One  who  has  done 
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nothing  to  increase  the  sum  of  useful  knowledge  has  deprived  the  public  of  what 
the  patent  system  was  intended  to  seek,  the  disclosure  of  the  invention." 

Mr.  Fisher  then  moved  to  recomit:  "The  reasons  are  partly  on  the  floor.  There 
ar«  a  few  additional  ones.  I  would  note  that  there  is  past  action  contrary  to  this 
resolution  that  is  buried  in  the  action  of  the  Committee  when  it  was  resolved  in  a 
committee  of  the  whole  in  1966  or  1967  or  1968  when  we  met.  Several  times  the 
issue  came  up  and  was  rather  soundly  defeated. 

"Secondly,  I  think  the  Committee  report  should  take  cognizance  of  Learned 
Hand's  decision.  I  think  that  authority  ought  to  be  considered  by  the  Committee." 

Mr.  Jorda  opposed  the  motion  to  recommit.  "I  think  this  problem  has  become 
acute  in  recent  years.  This  is  not  a  new  problem.  It  is  only  because  of  the  Bass 
decision  and  others  that  in  recent  years  district  couns  have  struck  down  patent 
users  left  and  right  unjustly  and  unfairiy.  We  have  enlarged  the  extremes.  Why 
should  the  first  inventor  or  trade  secret  owner  have  to  close  down  his  commercial 
operation  or  pay  royalties  to  a  johnny-come-lately  inventor?  Or,  on  the  other 
hand,  at  the  other  extreme,  why  should  the  second  inventor,  who  gets  a  patent 
and  discloses  his  invention  to  the  public — why  should  he  get  his  patent  invalidat- 
ed? Any  number  of  cases  come  to  mind. 

"In  the  'Westward  Chemical  case  the  court  stated,  "Previous  knowledge  is 
available  as  prior  art."  It  should  be  enforceable  against  everybody  else  except  the 
prior  trade  secret  user,  yet  the  prior  trade  secret  user  should  have  the  in  personam 
right  to  continue  his  invention  unmolested  by  the  patentee.  This  is  fair  to  both 
parties." 

Chairman  DeGrandi  called  the  motion  to  recommit,  and  it  was  defeated. 

Mr.  Newman  then  rose  to  oppose  the  Resolution.  "My  problem  is  keeping 
something  a  trade  secret  when  an  application  has  been  applied  for.  I  don't  think 
we  should  countenance  that  by  this  type  of  resolution  where  that  whole  issue  isn't 
even  discussed  in  the  Gray  Book.  It  is  trying  to  sneak  in  something  that  was  not 
contemplated.  For  that  reason  I  oppose  it." 

Mr.  Ferrill  then  moved  to  table;  this  motion  was  defeated.  The  resolution  was 
called  for  a  vote  and  was  adopted  by  the  SectL 

Chairman  DeGrandi  then  stated:  "I  want  t^l^ank  Jerry  McAuliffe  and  all  the 
chairmen  of  the  200  Series  committees  for  the/iard  work  they  have  put  into  their 
committees  this  year.  You  have  seen  the  re/ults  in  the  Gray  Book  and  in  the 
reports  given  here  today. 

"Now  we  will  turn  to  the  Copyright  Division.  The  chairman  is  Bill  Borchard. 
We  will  take  up  Committee  303-1.  Council  has  placed  this  in  Class  1  for  full 
debate.  I  stand  corrected.  It  is  a  joint  resolution.  301  and  303.  Mr.  Newbury  will 
speak  first." 
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Senator  DeConcini.  Mr.  Smith,  do  you  think  that  there  are 
enough  safeguards  in  the  prior  use  right  bill  to  strike  a  good  bal- 
ance between  the  right  of  the  prior  user  and  the  patent  holder? 

Mr.  Smith.  Yes,  Senator,  I  do.  I  think  that  this  bill  was  very  fair- 
ly crafted  so  that  it  does  not  unduly  diminish  the  patent  owner's 
rights.  I  can  speak  for  intellectual  property  owners  who  are  major 
holders  of  patents  in  the  system.  We  are  not  just  manufacturers; 
we  are  patentees  as  well,  and  we  have  the  interest  of  both  the  pat- 
ent holder  and  the  manufacturer  in  mind. 

Senator  DeConcini.  Indeed  you  do. 

Mr.  Smith,  some  have  argued  that  the  patent  holder  ought  to  be 
compensated  by  the  prior  user;  in  this  case,  Mr.  Budinger  should 
pay  something,  with  a  license  or  something.  What's  your  opinion  on 
the  payment  of  a  reasonable  royalty  by  the  prior  user  to  the  patent 
holder?  And  it  might  have  to  be  a  mandatory  payment. 

Mr.  Smith.  As  you  know,  the  Advisory  Commission,  under  the 
last  Administration,  did  recommend  that  there  be  the  possibility 
that  a  court  could  grant  such  a  royalty.  Our  view,  however,  is  that 
in  the  interest  of  certainty  and  to  avoid  unnecessary  litigation  and 
unnecessary  concern,  a  royalty  free  right — limited  as  it  is  in  the 
bill  to  just  the  activity  and  reasonable  variations  of  it  that  are  in 
existence  or  planned  in  the  way  that  the  bill  provides  for,  prior  to 
the  filing — is  reasonable,  and  that  it  is  not  necessary  to  establish 
a  royalty. 

Senator  DeConcini.  Mr.  Griswold,  I  would  like  to  ask  you  the 
same  question. 

Mr.  Griswold.  OK;  on  that  point,  what  had  happened,  if  you  had 
compensation — I  am  very  much  against  compensation  because  it 
would  force  disclosure  of  the  trade  secret,  because  businessmen 
must  know  their  cost  of  doing  business,  so  they  would  be  forced  to 
disclose  their  trade  secret  to  the  patent  owner  and  get  that  liq- 
uidated. It  would  be  very  egregious  for  a  small  business  because 
small  businesses  frequently  are  sold  to  other  companies,  and  that 
would  have  to  be  liquidated.  No  other  company  is  going  to  buy  a 
company  with  this  hanging  over  it,  with  an  unliquidated  amount, 
so  it  would  force  a  disclosure  of  the  trade  secret.  So  that's  why  an 
absolute  defense  is  the  best  result,  and  that's  what  happens  in 
other  countries. 

Senator  DeConcini.  Mr.  Banner,  what  do  you  think — not  the  Bar 
Association — on  that  question  of  royalty? 

Mr.  Banner.  I  think  it  would  be  fair.  I  think  that  the  right  to 
obtain  a  royalty  under  the  circumstances  would  diminish  the  oppo- 
sition which  one  has  in  this  area.  Mr.  Griswold  just  mentioned  the 
fact  that  one  of  the  problems  might  be  that  the  prior  user  would 
have  to  disclose  his  trade  secret;  of  course,  that  is  one  of  the  prob- 
lems with  this,  as  I  indicated.  If  I  go  to  General  Electric  or  any 
other  company  with  my  patent,  and  they  say,  "We  have  a  prior 
user,"  how  am  I  going  to  find  out  if  they  have  a  prior  user  right 
or  not?  I  might  have  to  hire  a  lawyer  and  sue.  That  doesn't  seem 
to  me  to  be  quite  the  result  that  you  want,  nor  that  anybody  else 
wants.  I  think  that  if  there  were  some  kind  of  a  fixed  payment  or 
something  like  that,  it  would  ameliorate  that  problem  and  he 
wouldn't  have  to  disclose  it. 

Senator  DeConcini.  A  compulsory  license  of  some  kind? 
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Mr.  Banner.  Yes;  yes. 

Senator  DeConcini.  Mr.  Budinger,  what  do  you  think?  What's 
your  reaction,  if  you  were  guaranteed  that  you  could  get  a  license 
for  a  reasonable  fee?  They  have  to  give  you  a  license.  I  know  you 
wouldn't  want  to  do  that,  but  would  that  give  you  some  relief  for 
your  heartburn? 

Mr.  Budinger.  It  would  concern  us  considerably  in  this  case,  for 
example,  the  one  that  I  talked  about,  having  practiced  a  process  for 
20  years,  and  then  have  somebody  come  in  and  say,  "Now  you  can 
start  paying  us  a  royalty  because  we  were  clever  enough  to  figure 
out  how  to  get  a  patent  on  it." 

There  are  a  number  of  potential  inequities  here.  One  of  the 
things  that  could  occur  in  the  absence  of  prior  user  rights  and  in 
the  presence  of  the  fact  that  patents  are  now  much  more  enforce- 
able than  they  were,  is  that  it  could  encourage  an  awful  lot  of  win- 
dow-looking were  people,  frankly,  are  just  coming  by,  looking  in 
windows,  and  going  home  and  writing  patents  on  what  they  see. 

I  think  most  of  this  is  an  issue  amongst  manufacturers,  and  it's 
mostly  about  processes.  The  upshot  of  it  is  that  we  really  need  to 
be  able  to  develop  our  processes  and  use  them  and  not  have  to 
worry  about  them.  If  somebody  can  come  in  and  start  to  ask  us  for 
royalties — maybe  they've  reverse-  engineered  how  we  did  some- 
thing— and  in  the  case  of  a  company  that  has  been  around  for  a 
little  while,  like  ours  has,  we  are  precluded  by  the  statutory  bar 
from  patenting  all  this  stuff  we've  been  doing.  So  we're  stuck  now, 
and  if  something  were  to  come  in  that  says  people  are  now  entitled 
to  get  royalties  on  it  if  they  go  patent  it,  that  gives  them  an  advan- 
tage that  would  seem  very  unfair. 

Senator  DeConcini.  Thank  you. 

Thank  you,  gentlemen.  I  want  to  just  insert  in  the  record  also, 
Mr.  Banner  and  others — I  understand  that  in  1992  a  proposed  Res- 
olution No.  102-7  was  passed  that  favored  the  prior  use  right  in 
a  first  to  file  system,  I  will  insert  that  in  the  record  and  give  you 
a  copy  of  it,  Mr.  Banner. 

[The  copy  of  Resolution  No.  102-7  follows:] 
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PROPOSED  SUPPLEMENTAL  RESOLUTION  102-7 
(PRIOR  USER  RIGHTS) 

1  RESOLVED,  that  the  Section  of  Patent,  Trade- 

2  mark  and  Copyright  Law  favors  in  principle  that 
.'<        where  a  first-to-fiie  system  is  adopted  as  part  of  a 

4  patent  law   harmonization  package,  the  enacting 

5  legislation  adopt  a  system  of  personal  prior  user 

6  rights,  thai  is  non-assignable  and  non-transferable 

7  except  as  part  of  a  sale  of  a  business  where  a 

8  person  shall  not  be  liable  as  an  infringer  of  subject 

9  matter  in  a  patent  granted  to  another  when  that 

10  person   has,   acting  in   good   faith,   commercially 

1 1  used  or  .sold  in  the  United  Stales,  or  has  made 

12  effective  and  serious  preparation  therefor  of  such 
Xy  patented  subject   matter  including  an  actual   re- 

14  duction  lo  practice  in  the  United  States,   before 

15  the  filing  or  priority  date  of  the  application  for 

16  patent. 

Past  Action.  Rested  as  commillee  report  at  the  1991 
Annual  Meeting  RESOLUTION  102-3  where  the  Sec- 
lion  opposed  in  principle,  in  any  patent  harmonization 
treaty  involving  the  United  Stales,  any  requircmcnl 
for  a  change  in  United  Slates  patent  law  ih.Ti  would 
provide  for  pnor  user  rights. 

There  was  further  passed  in  19X9  r,Pi:()R- 102-2? 
where  the  Section  oppo'^ed  in  principle  in  any  Ircaly 


relalinf;  lo  palcnl  liaiinriii/,;iliiiii  any  provision  pinvnl 
my  lor  prior  user  rit;lils 

l)i.\Lussi(tii.  A  pi  Mil  usci  ngtil  a.s  conlciiiplaled  by  this 
resolution  is  in  llic  nature  of  an  cquilabic  right  ac- 
corded lo  persons  who  have  niel  certain  lliresliolds 
regarding  the  comnicrcializalion  of  the  invention,  but 
have  lost  the  race  lo  llic  Palcnl  Office.  1  he  prior  user 
right  is  one  way  that  ihe  harshness  of  the  first-lo-filc 
rule  can  be  mitigated  A  provision  for  a  prior  user 
right,  should  help  alleviate  the  fears  of  those  small 
in'cn'ors,  who  feel  thai  ihe>  lack  sufTicicnt  resources 
'o  win  the  race  to  ihe  Patent  Oflice  against  large 
corporations. 

One  of  the  counterarguments  states  that  prior  user 
rights  violates  a  precept  in  present  §102(g)  that  those 
who  suppress  or  conceal  their  inventions  should  not 
prevail  when  they  failed  to  file  for  a  patent,  but  it 
should  also  be  kept  in  mind,  that  §  102(g)  is  a  patent 
destroying  provision,  whereas  prior  user  rights  is 
merely  a  defense  to  a  charge  for  infringement.  Also  the 
suppression  and  concealment  concept  is  largely  over- 
ridden by  the  difference  of  philosophy  behino  a  firsl- 
to-file,  rather  than  a  first-to-invent  system. 

The  real  question  is  the  scope  of  the  prior  user  right. 
The  present  resolution  limits  the  scope  of  the  prior 
user  right  in  two  important  respect.  First,  the  resolu- 
tion provides  that  the  right  is  nonassignable  and  non- 
transferable, except  as  part  of  a  sale  of  a  business. 
This  strengthens  the  concept  that  the  prior  user  right  is 
personal  to  the  holder  and  cannot  normally  be  traded 
or  sold.  To  permit  such  unrestricted  sales  would 
weaken  the  strength  of  an  issued  patent. 

The  second  manner  in  which  the  proposed  resolu- 
tion limits  the  scope  of  the  prior  user  right  is  by 
requiring  that  the  person  asserting  the  right  has,  acting 
in  good  faith,  commercially  used  or  sold  the  invention 
in  the  United  States  o,'  has  at  least  made  effective  and 
serious  preparation  therefor,  including  ar  actual  re- 
duction to  practice  in  the  United  Stales  Thus,  the 
resolution  recognizes  that  a  prior  user  right  should  not 
lightly  be  given  to  those  who  are  merely  in  preliminao 
stages  of  development  of  the  invention.  This  restric- 
tion will  lead  to  fewer  disputes  and  prevent  the  over- 
dilution  of  the  patent  grant. 

SUBCOMMITTEE  l»     Gi/.l^^  Holirusi, 
Siihcommiuec  Chair      \ 
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.NO  PROPOSED  RESOL 
Past  Action.  None. 
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Piscu.ision.  Effective 
lowed  Monaco  and  Portu 
Patent  Convention  (EPC) 
European  countries,  the  n 
EP  applications  to  be 
designate  Ireland  (as  of  A 
presently  already,  but  in  t 
IS  not  yet  a  PCTT  country 
must  he  filed  designating 
being. 


si  1,  1992  Ireland  has  fol- 
,  ;al  in  joining  the  European 

us  bringing  to  a  total  of  17 
embership  in  this  Treaty. 

filed  under  the  PCT  can 
jgust  1,  1992)  and  Monaco 

e  case  of  Portugal,  since  it 

a  separate  EP  application 
iinlv  Portugal  for  the  time 


in:  INII  KNAIUlNAI    I'AI  INT 'rKI-Alll'..S  ANH  1   WVS 


50 


'i<iy>( 


irUdm'^(J' 


!•'■..  ■ 
% 

I- 

n  -,  , 

&^ 


II 

^: 

Is. 
ie" 

s- 

Stanaara.  ■  v  >';■ 

•  >^  •,  • 

Vdelvalle  Goldsmith,  New  York,  NY:    '.   j^;,V 
.'(speaking  In  opposition)  This  resolutlori,ad-^', 
dresses  two  entirely  different  thlngs'.'lt  talksjvr^ 
about  making  our  In  re  Hllmer  doctrine  apply4,' 
.-'to'a  convention  priority  date  as  well  as  tfie' 
"actual  U.S.  filing  date.  That  part  of  It  Is  a  good; 
idea  because  It  makes  us  give  national  treat- 
.fifent , which  we  are  required  to  do  by  the 
'^rls  Convention.  However,  my  main  objec-, 
.tip'n  Is  that  It  brings  In  the  question  of  making 
whatjls  analogous  to  the  Hilmer  doctrine 
operate  lor  novelty  only,  but  not  for  obvlous- 
hess^TTiat  completely  changes  our  concept 
of  prior  application  which  Isn't  prepublished. 
I'belleve  that  Is  a  very  bad  Idea. 
•'->  ■  ;-■  -  :'■  ' 

Robert  L  Rohrback,  Mt.  Prospect,  IL: 
(moving  to  recommit)  The  reason  for  my 
motion  is  that  we  have  a  committee  on  Inter- 
national Patent  Treaties  and  Laws  proposing  . 
a  resolution  that  would  make  a  very.funda-. 
mental, change  of  U^S.  patent: law  that'wl'] 
grant'ltwo  patents  for  the  same  Invention.' 
Thatjs,  one  differs  fjrom  the  other  only  by^the 
disclo'sure  of  inforrnation  *hat  would,,have' 
been  obvious  to  a  person'of  ordinary  skill  in- 
the  art  at  the  time  thelnventfon  was  made.- 
This  affects  the  public  greatly.  It  affects  U.S.  - 
patentees  greatly.  If -Is  going  , to  dilute  the., 
value' of  U.S.  patents  t)ecause  If  the  inventor 


or  asMy..^^  /      the  patent,  the 

potential  licensee  must  de^l  with  two  patents 
and  make  a  deal  accordingly.  It  harms  the 
public  because  In  effect  ttYe  public  Is  going  to 
pay  both  royalties  on  the/two  patents  for  the 
entire  life  o!  both  of  thert.  It  also  permits  one 
applicant  by  filing  two  amplications  to  extend 
.the  life  beyond^elthe/the  present  17-year 
.  period  or;beydnd'the^20-year  period  that's 
contemplatedjlnjithe/harmonizatlon  treaty. 
This  .fundaVnent^.  -Tiange  in  U.S.  policy 
should  be'jdoneiy  Wijapproprlate  committee  . 
with  fulldiscussloiT  of  the  public  Interest  or 

Jack  C.  Goldsteln,(Houston,  TX:       -...-:-'■      • 

(opposlngtrnotlon^^to^recommlt)  Except 'for 

.  the  motion  to, "rejkomn?)*-  '  agree  with  every- 

"  thing  Mr;(Rohraackllias  said.  His  remarks 

would  have  bee«  ftiore'appropriate,  however, 

to  support^deteat^bf^the  resolution  rather 

;  than  recb.fnmitij^-l'do^thlnk  we  make  a  seri- 

■  ous  mistake  IrYusingfrecommital  as  the  first 

attack  oniunsiund  resolutions.  I  think  that 

we  probably  fbouldjv'ote  on  this  resolution 

substantlvefy/and.def eat  It.-  •       :"'  ;■  ' ^:''-.  '■■•  -'r 

George  R.'.CIaAc..pqwriers  Grove,  fL;-.  •  -■-  '      .•'.-'- 
(supporting  fnotlon  .to  recommit)  I  believe  \Xy^. 
Is  worth  mdKlng.^ti  point  that  the  committee.; -v 
report  Is  sorely  lacking  when  It  comes  to  past  %• 
action.  >^TTife.;ls>jjaiipatter  which   has  been 
l>efore  the teectlon'^pn'.numerous;' occasions 
In  connec|onj,f6rl€xample,  withthe' Patent 
Coop€rati(Jn  Trea'ty  Inwhich  In  re' Hllmer  was 
one  of'tiife  ,keypisslies>'We  had/a -^special 
meetlng[;<fi  this-iSectlon  that  spent  ^  lot  of 
time  bri'lfi  re' Hllrner^f The  committee]^ report 
makes  no  mentl6rij6rsuch  past  action. 

The  motiort  to  recorhmit  Resolution  102-6  was 
then  votedtupon  and>pproved  by  voice  vote. 

Michael  N.' MellerfNew.york,  NY:  '-'i' s' 
(presenting  Resolution  ;1 02-7)  This '  resolu-.-- . . 
tlon  deals  with  prior  user  rights  and  I  sugg'-sl.v". 
to  you  that  If  weti'ave  a  first-to-fiie  system,?-  ■ 
the  prior  user  right  Is  one  way  that  Its  harsh-     • 
ness  can  be  mitigated.  A  provision  for  a  prior 
user  right  should  help  alleviate  the  fears  of. 
those  small  Inventors  who  feel  that  they  lack  - 
sufficient  resources,  to  win  the  race  to  the  . 
Patent  Office  agalri'st  large'corporations.  One 
of  the'cbunter^ar'gu'ments  suggests  that  prior 
user  rights'' violates  a   precept;  In  present 
102(g)  that  thosewhbsuppress'or. conceal' 
their  Inventions  should  not  prevail  when  they^;.. 
failed  to  fllefor^patent.But  this  concept  IsJ;  . 
largeiy.-.oveVrlddeji-by.the  diff^'ence  of^  P}*Hf 
losoph'y  behind  afirst-to-file  rather  than  f  ir'st-"*^' 
to-lnvent  systeniyThe.real  que;-tlon  ls''the].:v 
scope^of  .the  prior  user ''right.  The  present^;' _: 
resolutlori  llmlts!the  scope  of  the/prlor'user":''' 


// 


jr-2. 
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right  In  two  important  respects:  (1)  the  right 
is  not  assignable  and  non-transferable,  ex- 
cept as  part  of  a  sale  of  a  business  and  (2)  It 
requires  that  the  person  asserting  the  right 
has,  acting  In  good  faith,  commercially  used 
or  sold  the  Invention  In  the  U.S.^or.has^at, 
:. least'  made'  effective    serious^ preparation' 
.  therefor:  The  resolution  recognizes"  that^  a* 
•prior  user  right  should  not  lightly  be  given  to^ 
^  those  who  are  merely  In  preliminary; stage's' 
-of "development, of  the  Invehtlpn^Thls'cprv 
vcept  Is  in  the  Report  of  the  Adylsory^Cpftr-f 
-mission  and  In  the  proposed Teglslatlon,^s_ 
'well  as  In  harmonization  treaty  negot!atlo'ns:i.. 
,?lt.l3';lrriporta"nt  that  this  Issue' be  adequately   . 
i-debated  In'the  ABA'and  has' riot. been, In  the 
'■past.i!lt  has  beenjejected,  perhaps^buf  has 
'.,n"ot'been  adequately  debated.Jf  you  believe 
"-1ri-aflr6t-t<>:rile  system.^thls  Is  aneoessary 
ran'd  equitable  way  to  proceed.;';:  j1:/5".  .<A 
.1>(*:>c--  " '.-fr-  ■    -,■•.---•  ■        ;:-.,;• -,-;i-      Si,- 
S.'Delvalte  Goldsmith,  New  York,- NYiJ}\~^ 
/.(Sf>eaklng~!<In    opposition) "'This  'fesoliition 
:V;t:ofnpletely'dlsregards  one  of^the^ipain  pur- 
V  posies  of  the  paleht^systenrv^tp  geTjapplIca; 
tlotis'toJthiB  Patelitj'Office; an^afulirmateiy  to 
have'\hem;^publisiied.vTtils  rewar5s^e  per- 
-   so'niwho'  has  used"or-has  tnade^ona  fide. 
■    preparation  to  use;  but  ha'sh't'filea'a'~patent 
'    application.  This  rewards  that  personiy  giv- 
ing privileges  and  reducing  the /exclusive 
scope  of  the  patent  grant  for  the  person  who 
did'go  to' the  Patent  Office  and;' present  a 
description  of  the  invention.  This  Is  another 
fundamental  change  to  our  patent'law  since 
:     we  don't  have  rights  of  personal  possession 
• .   now— the  patentee  gets  the  exclusive  right. 
?■      .  '.       •■  ■'.•-,  :  :.--i'V':i:<.,     ;i 

'-Howard  MacCord,  Greensboro; NC:f>'      -.;:■>■ 
i     (speaking  In  opposition)  I  dori't  believe  as'- 
.'     signment  only  in  connection  with  the  sale  of 
'    a  business  is  much  of  a  safeguard  against 
■-    abuse  of  prior  user  rights.- For ,example,'-.lf 
I     Joe's  Gas  Station  has  a  mechanic  come  up. 
'   with  an  Invention  on  a  way  to  recycle'moto'r" 
oil,  they  might  Ije  using  It  at  that  gas  statlori  . 
for  a  year  or  two  t>efore  somebody  else  gets_ 
a  patent.  It  turns' out  to  be  a' very  valuable 
Invention  and  Exxon  wants  to  get  the  patent.' 
Exxon  could  buy  out  that  gas  station  busi,'.  . 
,.    ness  and  go  like  gangbusters' with'lt  aridV 
■ "  there's  nothing  In  thls'resolution  that  p'rohit>^.' 


Thomas  E.  Fisher,  Cleveland,  OH: 
(supporting  motion  to  recommit)  The  resolu- 
tion Is  Inherently  Inconsistent.  How  Is  it— II 
we  are  going  to  have  first-to-file  and  absolute 
novelty  and  all  this  prior  arl— that  the  guy 
..  who'sTsold  In  the  United.  States  only  gets 
.  personal  unassignable 'rights.'l  thought  he 
..'had  done  something  to  be  an  absolute  t)uyer. 
.,S6un'ds;i02  to  me.  There  seems  to  be  about. 
'>:slx  different  thoughts  In  hereJAvhIch  probably 
•  ''>.merlt  •:  Individual     conside^tion — personal . 
^i'right,'asslgnab!lity,  scope  of.defense  agaitist. 
-■  aiCharge^of  Infringement,  prior  right  versus 
.  1  the  prldf,art.:Then  you'get  Into  effective  iand  , 
'■'serious  jfpreparallon.  What  Is'  that?  Whp's'rv 
■   -going  lo'jiiake  the  determination?.       -t'iV? ■  .. 

Carl  Moy^Mlnneapolls,  MN:     ■,  .  .■,.',;. 

'(pdlnt^f^information)  I  would  like  to. know  ; 
;-,what,the§cope  of  this  Tesolutlon  Is  Intended '' 
■-.'tobe^^'V^ouid  or  would  hot;the  prior-  ijcer^' 
•f  rights 'M-'avaliabie  tO';Someone""who'8^de-i#! 
■•'rived  the?fhtormatlon  from  the  person  whq'sfj 
,sV  using  the  grace  period.' In  otheriwordsddes^ 
v:?lthave~tq.,be  Independent  arrival  at  the  In-.:- 
:*'.;(drmat(oiV'br  a'lj  arrlvarof  theprlor  use  lnde-.i;|. 
"'"pendent 'Of  the  person  using  the  grace.pe-.*" 
-Tlod.'^i^v  :  ^.  ■■>■;-        ■■-■}i 

'~   '■■  -  •,'    ■  i;t     '-  ~'  '.-''■  --        .'• 

Michael  N.'Meller,  New  York,  NY:    .  :, 

(responding)  The  words  "good  faith"  •,'cer-'-'> 

talnly  Indicate  an  equitable  way  of  proceed-"-; 

'  Ing.  Anybody  who  derives,  I  suggest,  would  ''•; 

not  be'a'^b'eneflclary.  ■   i^-V  ■■'':. 

^•i^'^:  .'    .  ■■-.     .--Jr  ■•;■;! 

Carl  Moy,' Minneapolis,  MN:  -v_  ,.'.  i'-'v:  ".•■.•} 
(point  of  Jnformation)  So  that  the  meaning  of:-;; 

'  .the  wofds:-'ln  good  faitii''  would  be  to  ex-v.) 
elude  those  people  for  pjlor  user  rights?  ^.-.j;' 

Michael  NT^Melleri New  York;  NY:_\' 
'.-  (responding)  Yes.        <■■'■  "'•'';■' 

■f.-;-.;->'>rji:V:Vt-'  :-    '  :■. ;; 

Carl'Mo'y/^Mjnneapolis,  MN:-,  -  . .; ; 
.  .' (pdlht-p*''ln*ormation)  The  second  question  |-j^ 
••'/havejs^whether  or  not  prior  user  rights  wlll^_ 
-;■  extend  Jtfpeople  who  are  trade  secret  users.  :- 
' 'People~w|ho  are  actively  attempting  to  con- 
ceal the. details  of  a  technological  set  of 
..information  that  they  are  using  that  would- 
-."  otherwise  become  public  but  for  those  active 
•;  efforts  to^  conceal.  Would 'such   a   persori'-. 
_vrunder~thls  ResolutioK  be  entitled  to. prior.r: 


Its! 


>^'-^" 


■  usier'rights. 


.yy5-;-»i 


;: Robert  L.Rohrback,  Mt.  Prospect.-IL:    ;•    •  -;/'• 

■ -/  (moving  to  recommit)  Here  agalni'we  have'sT;/ 

.^  resolution" of  the'lnterhationahPatent-Tre^'- 

"  ties  and   Laws  Committee-'' that>ls'-encorij-'?;- 

-  passed  by  pending  legislation..  It^should  beK 

considered  by  Committee  101  and  should  be": 

v.    considered  In  the  context  of  pending  leglsid-V 

•^     tion  as  to  whether  we' want  to':support  It^! 

modify  It  or  oppose  It.  -■    .7;    '■   '  ■   -"-f'.- 


Michael  N.-'Meller,  New  York,' NY:  ^^--^  ;^  ; '♦  ■■3':- 

■  S'  (responding)  Yes.  Suppression  and  cbnceal-'v*^ 

0- ment,ls  oiie  of  those  things  that  Is  stattj  by."i^ 

•  V  102(g)  asS"  real  no-no;  What  they  are  talking  i^ 

"~  about  h'er'e  is  really  the  small  entity  inventpr;? 

'-  who  has'beeri  practicing  a  process  for  many  r 

','  years'.  It  really  Involves  a  defense  to  a  charge 

■'  of  Infringement.- Very  few  cases,  by  the  way, 

have  come  up  on  prior  user  rights  in  coun- 
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tries  where",  ll  Is.  used 


When.lt  dc>es:lt.;ls. 


^.„„poslngs;motlon'  to  recommit)  We^shouWr^; 
??iwi  tie  afraid  to  debate  these  Issucs.^et's^et^^L 
^^ffoutori  the  table  and  debate  what  these 
:'':wprds"mean  and  whether  we  want  It  and  to •> 
"^what  extent  we  want  It.  The  only  reason  I've;, 
^lird  (or  recommittal  Is  that  it  has  to  do  with 
j^lslatlo"h  and  should  go  to  the  committee. 
„^ih'leglsIatlon.-|t  Is  clearly  a  harmonization  i 
^^ue,  clearly  a  first-to-flle  Issue.  Let's  get  It', 
^ffiut  and  debate  It. 

^cl(C.  Goldstein,  Houston,  TX: 

"^P^pportlng  motion  to  recommit)  There  Is 

"^^nfierent  vagueness  In  the  words  "acting  In 

^vSgood  faith."  I  cannot  accept  the  assertion 

.^yiat  acting  In  good  faith  precludes  a  derlver 

:^rom  acquiring  Intervening  rights.  There  are 

..i^Several  distinguished  members  of  our  Sec- 

„^[on  that  have  strenuously  argued  that  acting 

■^n'good  faith   means  anything  other  than 

•t^icpmmerclal  espionage.  That  If  anytjody  sees 

1<^} commercial  product  on  the  market  and 

^^.:■^■Coples  it  before  that  original  marketer  files 

'^while  he's  operating  the  period  of  grace,  then 

•''Sthat  second  user  does  have  prior  user  rights. 

^^^Actirig  In  good  faith"  is  in  the  eye  of  the 

. '.^fbeholder  and  that  kind  of  vagueness  and 

-.:>'?jn'definlteness  Is  the  kind  of  thing  that  we 

^ijshouldn't  try  to  debate  as  a  committee  of  the 

Vwhole  In  the  Section.  We  ought  to  have  a 

;\speclfic  resolution  coming  out  of  the  com- 

'mlttee  that  tells  us  exactly  who  has  prior  user 

-  rights  as  between  a  deriver  and  other  actual 

original  Inventors. 

William  S.  Thompson,  Peoria,  IL: 
(opposing  motion  to  recommit)  This  is  ex- 
actly one  of  those  subjects  that  we  should 
debate  on  the  merits.  There  are  Issues 
which,  if  debated,  would  give  some  Instruc- 
tions and  some  directions  to  our  negotiators. 
In  our  law  when  we  have  102(g)— where  you 
have  this  prior  reduction  of  practice  before 
the  Invention  of  another — you  destroy  that 
patent,  and  as  a  result  you  have  the  right 
to  continue  to  use  that  patent.  That's  con- 
sidered a  very  harsh  version  of  a  prior  user 
right.  This  is  a  little  kinder  because  It  allows 
that  prior  developer/user  to  continue  but 
doesn't  destroy  the  patent  against  all  others. 


Jylew  the  good  faith  Issue  somewhat  dlffer- 
.-'ently.l, believe  It  generic  to  either  Issue  and^ 
V.tfiat  the  question  of. whether  a  derlver  can';. 
i'cTalm 'beneflt'ibf^hls .  Is  a  ^separate  Issue.  L^ 
.f^ileveyn  the^'conteit  of  ;harniorilzation  we  ,, 
^Jwlilellmlnate'theablllty  o'f^a  derlverto  claim;- 
-yHis.  Ttiat'sy^parate  Issue  and 'not  In  thIS: 
Ift^Volutlon.^Thls'resolution  does  deviate  f rom  .; 
-MiV,  proposal  jin'Sithe   patent-  harmonization j^ 
J^^Mty fwlth  •ces'pect'jb  theJwordsi'MncludIng  ?: 
\?an"actual  reductlbn^to  practice  jn'.the'Unlted,;: 
i^tates":^!.  Tfie  treaty 5^does;not  require  an  acy. 
Jt'iial  reduction -ybf- practices  So" -one  of  the" 
--feubstant!ve,';dlfferences  for  the  Section  to; 
consider    Is   wfiether   you   want    a    higher' 
threshold.  The'way  this  debate  Is  going  there 
are  no  Instructions  on  this  substantive  ques- 
tion and  the  treaty  will  be  written  without  any 
Idea  of  the  sense  of  the  Intellectual  property 
community.     J'''-. 

James  A.  Baker.tCleveland,  OH: 
(opposing  motion  to  recommit)  Clearly  the 
country  Is  going  In  a  direction  toward  flrst- 
,to-file — whether  we  like  It  or  don't  like  It.  A 
flrst-to-file  system  without  a  prior  user  right 
is  something  that  will  be  found  unacceptable 
In  this  country.  A  first-to-file  system  must 
Include  a  prior  user  right  It's  a  very  Impor- 
tant Issue  that  should  be  debated. 

Rene  Tegtmeyer,  McLean,  VA: 
(opposing  motion  to  recommit)  1  merely  add 
that  whatever  committee  to  which  this  reso- 
lution might  ultimately  be  committed  after  a 
debate  and  a  finding  that  the  resolution  has 
defects  and  warrants  recommittal  would 
greatly  benefit  by  first  having  the  benefit  of 
the  debate  and  the  views  of  the  Section  In 
reformulating  any  future  resolution. 

Donald  W.  Banner,  Washington,  DC: 
(supporting  motion  to  recommit)  At  the  out- 
set I  would  like  to  say  that  our  negotiators 
are  very  intelligent  and  very  skilled  and  don't 
require  a  great  deal  of  "direction."  I  have 
heard  very  little  discussion  about  the  lan- 
guage "acting  in  good  faith."  I  have  heard 
one  delegation  specifically  speak  to  this 
point  and  said  "if  you  are  operating  in  the 
grace  period  of  time  and  I  see  what  It  Is 
you're  doing,  I  can  start  preparing  and  I  have 
prior  user  rights."  There's  no  question  about 
what  at  least  that  delegation  Is  thinking. 
Also,  "effective  and  serious  preparation." 
What  does  that  mean?  "Including  an  actual 
reduction  of  practice"— that's  a  substantive 
difference.  Some  have  said  that  we  need  to 
discuss  this  issue.  We  have  discussed  prior 
user  rights  meeting  after  meeting. 

George  R.  Clark,  Downers  Grove,  IL: 
(supporting  motion  to  recommit)  Several  al- 
ready have  called  into  question  some  of  the 
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language  of  this  resolution.  The  answer  to 
the  question  about  "good  faith"  seems  to 
Indicate  that  the  doctrine  ot  Mason  v.  Hep-  ■ 
burn  no  longer  applies.  I  do  not  recall  that 
being  overruled  by  the  Federal  Circuit  In  ,i; 
addition  the  resolution  makes  reference. to.':  „ 
"shall  not  be  liable  as  an  Infringer  of  subject -^^v 
matter  In  a  patent"  and  In  another  place  ta[ks  •  . 
about  not  being  an  Infringer  of -"such  "pat-V 
erited  subject  matter"  There  Is  a  big  differ;^, 
eti'ce  between  subject  matter  Irilthe  pa'lehl'^;. 
arid  patented  subject  matter.      '■'''.  T^    'v/ 

AlatvGordon  from  Houston,  Texas  then  moved>?' 

.     •^•\.    .,  .,  -J       .        _    J    t_L» *ij "'.^  • 


qualify  him  as  a  prior  user.  This  would  not 
preclude  someone  from  acquiring,  by  trans- 
fer with  the  entire  essence  of  business,  a 
prior  user  right  from  someone  before  who 
was  also  an  Inventor.  It  seems  to  me  that  it  Is 
fundamentally  unsound  to  grant  prior  user 
rights.  The  basic  reason  that  I  have  heard  for, 
giving  prior. user  rights  is, for  the  poor  first . 
Inventor  who  Is  second  to  file.  We  don't  want  • 
tp  shut  hlm,out  and  that  is  the  rnain  Impetus  ; 
behind  prior  user  rights.  Now  allof  a  sudden :; 
we're'putting  language  in 'that  goes  far  be-.:^' 
yohd.the  first  Inventor.       ^.'  ,■■"•-..  ^■''.•^    ■'".'   "t" 


to  ca^lithe  question  arid  close  debate  on^ttieW"  Garyl^Grlswold,  St.  Paul,  MW.-c'^.v 


motion  to  recommit  The  motion  was  passed.;"^ 
Subsequently,  the  motion  to  recommit  Resplu-j-f 
tlori'.102-7  was  defeated  by  a  vote  of  38  tq46.%r 
.■•i;'-  ■  •  <■'■  .*•',-■•, '^:■■' 

Jackie.  Goldstein,  Houston,  TX:      ~  '*'"■  r<^^ 

(proposing  an  amendment)  In  line  10,  after/; 
ttieiword  "person"  Insert  the  words  "Is  also^^^ 
an^lnventor  of  the  subject  matterjand.".^rhe'.JV' 
piifpose  of  course -Is  to  make^sure  that-ajh 
derlver  cannothaye  a  prlor'iiserfright  arid4p|$. 
trjp^to  eliminate  the  ambiguity  or;;yaguene$s%; 
of  ^'acting  In  good  faith."  Atjeast  jt  will  hawiejr 
to  be  an  original  Inventor  who  js  actlng-lnj'. 
good  faith.  ^;        ,;•        ^0-'}. 

Edward.G.  Florlto,  Dallas,  Tx':,'  '-^  '^Csx 
(opposing  the  amendment))The  amendrnent; 
would  make  the  prior  user,  right  much  tooi 
narrow.  In  order. to-.have  an  effective  prior;-, 
user  right  and -to'' protect  peoplejwho  don't^ 
intend  to  file.^iwefcan^t  make  thern  proyeliipA 
that  they  were  an  Inventor.iJhIs. right  sfiould'' 


(opposing  the  amendment),We  have  debated ..v 

thls^  Issue  ■i>efore — the  concept,! 'of  Inventor  J 

versus  the  concept  "not  derived  from."  They  -,_ 

are  distinctly  different  concepts.  It  Is  very:^ 

Important  In  my  opinion  to  use.'not  derived i. 

from''.'  If  you  want  to';  get  awigy.  from  this  ;<? 

problem  but  not  get  Into  the  concept  of  who  -._ 

wasalso  an  Inventor.  '„.  .  ^') 

■xnj*ft-        >  ■  ^  -'••'  -'i 

Wllllam.S.  Thompson,  Peorla.JL:-^  i^ 

,  (opposing  othe  amendmetit)   Basically  one'VS 

could' be  obtaining  an  Idea  from  two  very'^^; 

distlrvct  sources.  One  source  being  the  In-./? 

ventor  who  published  under  a  grace  period.'.^.' 

and  subsequently  filed  a  patent  application.  .,.< 

Another  source  might  be  from  some  other  '.■■: 

direction;   from   somebody   who   has   pub-.l'; 

lished  the  same  idea,  has  no  Intention  or  has;'- 

not  filed  a  patent  application  on  it,  and  has  fi 

been  free  In  the  domain.  The  amendment  ij 

says  that  you  cannot  use  what  Is  free  In  ther,'^ 

domain,  not  subject  to  anybody's  intentions  ii; 


be  broad  enough'to  protect  the  ihdustry^hat^i.,      to'.fiie  patents  on  It.  So  It  goes  too  far.  Whilerj 


chooses  to  use  something  to  kee'p  that  trade  J' 
secret,  to  keep  It  not  as  a  trade  secret  bul^tpV-^ 
keep  It  for  themselves  or  for  the  p'ubllc  toijse^'- 
but  not  to  have  to  prove  up.thatlthey  are^an<;. 
Inventor.  This  would  be  much  too  narrow1o|;i 
be  a  permissible  prior  user  rightjn  the  co.n-^~ 
text  of  first-to-file!  If  we  are  going  tojhaye.;;. 
first-to-file,  we  need  to  have  a  broad  enough ' 
prior  user  right  to  keep  our  Industry  golngr_.:^ 

Gary  Criswold,  St.  Paul,  MN:  7/^t-.^' 

(opposing  the  amendment)  The  purpose'can"; 
be  accomplished — if  that's  the  concerrh^y_; 
adding  the  words  "but  not  derived  frbm'.'r! 
somewhere  in  this  resolution.  I  lielieve^thet-; 
Advisory  Cornmisslon  did  that.  Using  a 


cept  of  inventor  brings  In  a  whole  ditferenti,*?" 

'":'A> 


set  of  issues. 


.':<;;*■ 


Jack  C.  Goldstein,  Houston,  TX:  "^^^ 


(closing  debate  on.tfie  ameridment)  Mr/Flor 
Ito  Is'suggesting  If  someonewants  to  prot«:t 
something  as  a  trade  secret  that;he  shduld^> 
have  a  prior  user  right  and  I'am  not  disagrTOy;<i 
ing  with  that.  But  If  he  has  derived  subject  :■• 
matter   from   the   Inventor, "that   would' not 


l-think  that  the  sense  of  the  amendment — ;^,• 

tfial^'good  faith  could  be  limited  to  people  •! 
;  who7don't  derive  It  from  the  Inventor  of  the;-'" 

patent  In  question — would  be  a  reasonable '^ 
.  atTiendment,  the  one  that's  on  the  floor  Is  toof 

sweeping.  -■      .,  -  ■•.*"' 

K-  -'•,■-■  ...  ■■•/• 

Robert  Savage,  Palo  Alto,  CA:    '  ;;.• 

(supporting   the   amendment)   The   amend-">= 

ment  crystallizes  the  debate  and  gives  usr 

another  position,  another  reference  frame,  to"* 

obtain  some  sort  of  advancement  of  prior 

user  rights.which  Isn't  as  sweeping  as  some  ' 

of. the  proposals.  "   ■- 

■  -  -■  '-•J'o-*  .'  .  ".' 

■Howard  MacCord,  Greensboro,  NC:  .   -. 

^■-(supporting:  the  amendment)  I.  oppose  the,^ 

;.\res"olution,.a's  a  whole,  but  I  feel  that  the; 

^.  c.amerjdment  brings  It  somewhat  more  in  line.  • 

•■->lLflfid'the  remarks  regarding  a  person  who? 

I'-.'derli/es  from  public  domain  a  little  curious.  If. 

.thafjpubllc-.domain  renders   the   invention' 

,.;.obv[ous,  then  the  patent  Is  no  good  anyway..' 

.;i  r don't  see^that  derivation. from: the  public'. 

doirTaln  Is  necessarily  a  specific  source  for  a. 

prior  user  right.  It  seems  to  me  that  if  there  Is 
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a  prior  user,  either  they  thought  It  up  or  they 
derived  It^lrom  somebody.  It  that  somebody 
,.lsUie  pateritee,  he, has  rib  right  to  use  IL  H  he 
■though^oKIt  hlmselfj^the'n:  presumably  t\s^ 
■.would*tia"ve"a  prfotpuser^Yight.  In  addition,  the_^: 
r  languagJiiere.vvpuld  perjnit  a.secon'd  Invert-... 
;tor1o'ye"j^1ven;th^'p'r|oj^Gyer  right  because^ 


I 


A  vote  on -the' motion  to.amend  was  then  taken 
and  the  ameridmentfalled  by  a  vote  o(,40  to  sT.,- 

Gary  Griswbld.  St"PaulyMNi<.  •;%.■.■  :^t:  ^. 
:^'  (proposing  an  arhendment)' In  llheiO,  after. 
>"'  -'the  word  ','persoh"  add}"has  not  derived  the 
■'subject  matter  of  the  patent  from  the  paten- 
\;tee  and."  Then,  at  the  end  of  the  resolution, 
J;- add  "and  the  Section' hereby  rescinds  any 
;  -,past  resolutions  to  the  contrary."  The  first 
Cj^amendment  concerns  .-;the  ■•  question  of 
r-;i  whether  or  not  the  prior  user  can  derive  the 
?;''sub]ect  matter  from  the'person  that  gets  the 
*5vpatent  and  specifically  says  they  cannot  and 
i}i\s  consistent  with  the  proposed  legislation. 
'■.I^The  second  amendment  is  Just  to  clear  up 
.^■Tthe  record  to  make  certain  that  if  there  is  past 
.jfsactlon  that  is  inconsistent  with  that  principle, 
K^iiye  are  rescinding  it.  ' 

?The  amendments  were  accepted  by  the  Com- 
yrtilttee  Chair,  Mr.  fifleller. 

, Robert  L.  Rohrback,  ML  Prospect,  IL: 

■>  :(proposlng   an   amendment)   Following   the 

'",  first  amendment  just  accepted,  delete  the 

'"<  word  "and"  and  add  "or  a  person  who  Is 

-;.elther  the  first  inventor  as  presently  defined 

.Vin  35  U.S.C.  102(g)  or  one  who."  The  purpose 

>!,'of  the  amendment  is  to  ensure  that  the  first 

Y~lnventor  of  the  subject  matter  is  able  to  use 

'i^'hls  own  Invention  and  Is  not  completely  shut 

.'out  by  a  subsequent  inventor  merely  be- 

-  cause  that  first  person  was  unable  to  win  the 

-race  to  the  Patent  Office  for  such  things  as 

lack  of  funds  or  for  any  other  legitimate 

purpose.  That  Is  a  matter  of  equity  which  this 

Section  should  stand  for. 

William  S.  Thompson,  Peoria,  IL: 
(opposing  the  amendment)  The  amendment 
Is  convoluted  and  appears  to  be  redundant. 
There  is  a  requirement  that  the  Invention  be 
made  prior  to  the  filing  which  Is  part  of  the 
102(g)  requirement  and  If  anyone  complies 
with  the  broader  definition  that  Is  In  the 
resolution,  they  also  comply  under  102(g).  It 
seems  unnecessary. 

Karl  Jorda,  Concord,  NH: 
(opposing  the  amendment)  I  think  a  prior 
user  right  essentially  is  for  the  benefit  of  a 
trade  secret  owner  and  this  would  preclude  a 
trade  secret  owner  from  benefitting  from  a 
prior  user  right. 


Thomas  E.  Fisher,  Cleveland,  OH: 
..(supporting    the    amendment)    The    amcnd- 
i!/rnent  Is  adding  an  alternative.  It  Is  adding  an 
^i![addltlonal  basis  for  a  prior  user  right  and  will 
Snot  affect.'anythlng'Lthati  was  already  In  the 
.  ^resolution!-  Asjfar  as  other  comments'made, 
!^ne  can  be  the  first  effective  Inventor  and  not 
^i&have  made.effectlve'and  serious  preparation 
igthereforfiSo  ttiat  language  too  Is  an  alterna- 
'•^tlve^n'addltional  right..;,  . 
' 'i-.-;  ■  ",'■  -■.'^''--■■■,v'.    ;:•;',■-.--•.;•.•  .  . 
^Mllllamf' Fryer,' til,  Baltimore,  MD: 
.?i  (opposing  the'amendment)  It  unduly  compll- 
'^•cates  the,  determination  "of  prior  user  rights. 
^Tlt  retains  an  area  of  law  which  we  would  not 
'-  ,have  except  for  the  particular  provision— the 
'l02(g)  concept.  I  know  of  no  parallel  in  any 
.country. 

William  J.  Brunei,  New  York,  NY: 

'^(supporting  the  amendment)  This  Is  the  only 
way  that  we  can  protect  a  company  or  an 
Individual  who  Is  continuously  working  on 
developing  the  Invention.  Because  the  law- 
yer for  another  person  on  a  parallel  track 
happens  to  declde,earller  in  the  development 
that  he  wants  to  run  to  the  Patent  Office,  the 
other  original  Inventor  should  not  be  pre- 
cluded from  continuing  with  his  experimen- 
tation and  perfecting  his  invention  and  Its 
Improvements.  I'm  a  little  concerned  with  the 
dilution  of  the  Inventor's  rights  and,  frankly, 
think  the  second  amendment  Is  better  than 
the  first  part  of  the  resolution. 

Gary  Griswoid,  St.  Paul,  MN: 
(opposing    the    amendment)    I    oppose   the 
amendment  for  the   reasons  given   by   Mr. 
Fryer. 

Thomas  E.  Smith,  Chicago,  IL: 
(supporting  the  amendment)  There  are  a  lot 
of  people  that  don't  believe  in  the  patent 
system.  As  much  as  we  may  not  like  it,  I  think 
we  have  to  accommodate  them.  If  they  are 
going  to  make  the  Invention  and  proceed, 
albeit  slowly,  they  should  be  protected.  A 
person  that  has  Invented  it  first  should  be 
protected  and  should  be  able  to  use  that 
invention. 

George  R.  Clark,  Downers  Grove,  IL: 
(supporting  the  amendment)  We  are  talking 
about  patent  laws.  The  resolution  una- 
mended would  be  protecting  trade  secrets 
and  abandoning  the  patent  system.  I  think 
the  amendment  is  very  much  In  order  and 
should  be  supported  by  anyone  in  favor  of 
the  patent  system. 

The    proposed    amendment    was    then    voted 
upon  and  passed  by  a  show  ol  hands. 
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Robert  L.  Rohrback,  Mount  Prospect,  IL: 
(proposing  an  amendment)  In  line  7,  after  the 
word    "business"    Insert    "or   In    Instances 
where  such  rights  have  been  acquired  by  a 
nonbusiness   entity."  The   purpose  of  this 
amendment  Is  to  make  the  right  to  transfer, 
applicable  to  Individual  Inventors  who  may 
have  performed  precisely  the  same  acts  as  a 
business  Inventor  who  Is  wealthy  enough  to 
own"hls  own  business.  Certainly  it  is  not  in, 
the  Interest  of  equity  to  foreclose  an  Indlvld- 

-,.ual  Inventor,  who  has  no  business,  from  the 

■  right  to  transfer  a  prior  user  right  which  may 
"I'havie  accrued  to  him  through  his  activities. 

The  amendment  was  then .  voted  upon  and 
approved,  by  voice  vote.        :rS^         <■■ 

.-.  -'  ■  •        '-^  '-'■?'^.        ■■  ■  ■ 

Robert  L' Rohrback,  Mount  Prospect,  IL: 
■t.    (propiosing  an  amendmentj'ln  line  10,  after 
"5  the 'word  "faith"  insert  "arid  who  has  not 
■.'    abandoned,  suppressed,  or  concealed  such 
^■•■sub)ectrjnatter."  The  purpose  o'  the  amend- 
i'i^  ment  is  to  deny  prior  user  rights  to  a  person 
■.^{'.wh6"c|has    deliberately    suppressed,    con- 
'■'   ceaied,  or  abandoned  the  subject  matter.  For 
example,  let  us  suppose  that  someone,  five 
years  before  our  patentee  has  filed  his  patent 
application,     has    performed     acts     which 
amount  to  effective  and  serious  preparation 
for  commercialization.  Then  after  seeing  that 
the  patentee  has  made  something  quite  suc- 
cessful and   quite  commercially  attractive, 
now  claims  prior  user  rights.  That  does  not 
seem  fair.  Additionally,  I  do  not  see  why  a 
person  who  has  distained  use  of  the  patent 
system  In  order  to  maintain  a  trade  secret  for 
the  purpose  of  extending  his  monopoly  or 
his  trade  secret  rights,  should  now  come  In 
and  asl<  the  patent  system  to  protect  him 
from    the    adverse    consequences    flowing 
from  a  legitimate  business  decision.  I  believe 
he  should  suffer  the  consequences  of  a  poor 
decision,  if  that  happens  to  be  the  case,  just 
as  he  would  under  the  present  patent  law  it 
he  disdains  use  of  the  patent  system. 

William  S.  Thompson,  Peoria,  IL: 
(moving  to  reconsider  motion  to  recommit)  I 
thinic  we  have  a  substantially  different  reso- 

■  lutlon  with  many  new  thoughts  that  need  to- 
■;'  be  reflected  upon  and  debated. 

WilllaivrT.  Fryer,  III,  Bethesda.  MD: 
''■  (supporting  motion. to  recommit)  I  think  we 
V  need  to  think- more  aboutjthe  concept  of' 
■;>  secret  commercial  use  and  what  Impact  that' 
;.  .  has  and  we  need  to  develop  that  point  fur-- 
;.'  ther.  What  we  have  done  here  today  Is  useful." 
.'-  We  have  given  people  some  very  good,  con-' 
structlve  comments. 


Mark  T.  Banner,  Chicago,  IL: 
(supporting  motion  to  recommit)  The  amend- 
ments   made    are    substantial    Issues    that 
should -be  brought  to  the  membership' in"  . 
forms  other  than  by  arnendments.  This'ln-',;- 
cludes',,resclndlng'_certaih'',unspecHied  past_j.^. 
actions;  I  tliink  a  gciod  solid  committee  studyv. 
is  in  order,  and -the  resolution   shouid^be^j' 
recommitted.,    •    ■        '.•f^^<.  '■'■'■■'■'' 

George  R.  Clark,  Downers  Grove,  IL:  ,7;  i.- 

(supporting  motion.to  recommit)  Another  Is-.V 
sue  that  should  be  iooked'at  Is  Inconsistent^ 
language  In  lines  Band  S^where  reference  Is;-., 
made  to  an. "Infringer  of  subject  matter  lii  a;; 
patent"  and  lines  12  and^3  where  "of  suchv. 
patented  subject  matter".appears.  There  Is  a  ' 
great  difference  between^the  two. 

Tom  Arnold,  Houston,  TX:^j^  < 

(supporting  motion  to  recommit)  in  addition  :, 
to  the  points  .already  made,  it  is  my  opinion V 
that  we  havelnot  :considered  exactly  wh^tf. 
prior  user  rights  do  to  our  patent  system.  We  v 
have  t>een  arguing  over^whether  to  have^ 
flrst-to-flle.  Let  us  assurne  that  we  do.  Now,  v| 
what,  do  prlor^user  rightSjdo  for  us?  One  -i 
would  be  to  give  some  protection  to  the  first 
inventor,  the  ceal  first  Inventor.  The  second 
would  be  to  protect  the  innocent  or,  we  might 
say,  the  Ignorant  party  who  is  also  an  Inven- 
tor or  one  who  has  not  derived.  We  have  a  ■ 
very  real  issue  here  as  to  whether  commer-/-„ 
cial  secret  use,  as  brought  up  in  the  W.L. ..'; 
Gore  V.  Carlock  case,  how  we  should  deal-j.- 
with  that.  All  those  reasons  sound  good — •?! 
protecting  the  first  inventor,  protecting  the  '■; 
person  who  Is' also  an  inventor  although  not  .-,_. 
the  first  But  is  that  good  for  an  Incentive  to.,''; 
make  the  investment  to  invent?  TMe  patent  .-,•) 
system  has  always  been  based  on  excluslv-  -  >' 
Ity.     "        ""    '^ "  V     '  ■'' 

Daniel  D.  Fetterley,  Milwaukee,  Wl:  .'. 

(opposing  motion.to  recommit)  I  think  the;; 

-  problem  here  Is  that  we  are  taking  the  wrong  .;; 
approach.  We  are  submersing  ourselves  in  a  ;.. 
myriad  of  details  that  many  of  us  have  not  -• 
thought  through,  do  not  fully  understand. 
What  i  would  propose  is  to  retain  the  ques- 
tion on  the  floor,  defeat  the  motion  that  Is    . 

-  presently    before    us,    and    adopt    a    very  '. 
straightforward     amendment    dealing    with'.. 

.  prior  user  rights.  ■.": 

Mr.  Fetteriey's  comments -were  ruled  out  of;': 
order.  Discussion  returned  to  the  motion  t0--'f 
recommit.    ;V.•.^.r.;.•.-'i■j_^■•;JTi.        .,  -      ■";. 

Donald  W.  Banner,  Washington,  DC:  ■'■ 

(supporting  motion  to  recommit)  There  are  .■; 
many  things' we  haven't  thought  about.  For'. 
Instance  "commercially  sold  in  the  United 
Stales."  Certainly  that  doesn't  mean  bought 
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In  France,  bring  It'to  the'UiS.  and  sell  It  and  ;p' Ronald  E.  Myrick,  Maynard,  MA: 
get  a  prior  user' rlghtAMy;.ma]or;problern,*,;.-      (presenting    Resolution    102-8)    In    essence, 
"  however,;ls"that  Section "rnetribers  were  not  ',t^.    :l02-8  Is  a  housekeeping  matter.  1991  Reso- 
Vlh'formedlhal'Jhe'r'esolutlon'wVs^oIng  to  bet^^r  102-1   was'debated  extensively  and 

^^'scuss'ed•at'^thIslmeetlng?A3nalllng^^t^^^  a  vote  of  66  to  19.  Later,  we  found  ; 

^  members,^encloslng'8lllstin'g'^fjthe,(UIMfex1fi^^^  back  In  1967b  resolution  adopted  by  the  ; 

^pt(Bll."res6!utions^iljbmltted,^.^'ndlca  was    In' 'apparent   conflict   with    1991 

;?complete'1rifo"rVa*lop'Io1i'Jfhj^^^  resolution  now  before  us  Is  for  the 

5-'eOcIosed>That'st'atement>wasUnac^^  aligning  the'  ABA's  position  with- 

.,:..-■ .  .. ,:  .-__L^,r-.-.^-..v'i--i.i.._.;/,..;._       ^''Jn-'^^;  ttiejSectlon's  current  view — certainly  a  much  , 

^  '"^V^.njore  current  .view,  than  1967.  In  the  debate 
--  .o     ^  .    .  .'''"^"^>' ■  last  year  there-^were  proponents  who  cer- 

ftatt'empt  to  correctjthls^error.Jhe  Chair  sent  a;^'^3l^ly  j^^j^j  peVhaps  a  different  view  from 
Water  ietter-'io;tHe:iTnembers/^jHoweyer,yhat'i^^^  ^j^g,  .,02.1  ultimately  espoused.  There  were 
^-letter  did  not  getllo  the  members  until  ]ust  a  ^^    opponents  who'deslred  to  go  no  further  than 


.r^couple  of  days  before  the, meeting.  The  res-.,' 
■V  o'lution  should  be  'recommitted  to  a  later vi^i 
ff meeting  wKen  all  of  the  members  of  the  y 
i^Section  know  what  It  Is  that  we  are  going  to  ;ii 

,V'be  talking  about. '"-'■',:">     >••'    -■.  /, 

Jiouglas  W.  Wyatt,  NewYork,  NY: 
Jfc' (supporting  motion  to'recommit)  To  me  the    .' 
^  basic  reason  Is  that  we  don't  have  anything    - 
§V  but  a  superficlalreport  on  what  a  prior  user   - 
I;  .'right  Is.  One  thing  that  should  be  explored  In  ' 
5},  "any  committee  report  Is  a  study  of  those  -^ 
^.'countries  that  have  first-to-file  without  prior 
pt'iiser  rights.  Canada  adopted  a  first-to-file 
'f^U'system  and  In  their  wisdom  decided  that 
^i;  they  would  not  have  prior  user  rights.  I  have 
^  'seen    no    discussion  :  of   their   experience. 
,Sr  There  are  other  countries— the  Dutch  have 
•*  vfirst-to-file  without  prior  user  rights.  A  num- 
W  "ber  of  people  have  said  that  we  cannot  have 
^^.first-to-file  without  prior  user  rights.  There 
vv'r  are,  In  fact,  countries  that  do.  In  Italy  the  prior 
.'vAvVser  right  is  limited  to  the  amount  of  produc- 
-•'^.tion  you  have  on  the  day  the  patent  issues,  i 
t^^vsee  nothing  but  a  superficial  study  and  I 
,'V.;'suggest  further  study  be  done. 

IjViuiam  E.  Schuyler,  Jr.,  Washington,  DC: 
■•:"(opposing  motion  to,  recommit)  1  certainly 
;-\don't  want  to  oppose  the  motion  to  recommit 
\^on  something  as  complicated  as  this,  but  I 
•■  believe  the  Section  is  presently  In  the  pos- 
ture of  favoring   a  first-to-file  system  and 
opposing  prior  user  rights  as  set  forth  in  the 
past  action.  If  that's  the  position  the  Section 
is  going  to  be  in,  1  think  it  may  be  disastrous. 

The  motion  to  recommit  Resolution  102-7  was 
then  voted  upon  and  passed  by  a  voice  vote. 

Resolution  102-8  was  submiltted  to  the  Resolu- 
tions Committee  by  SectioJ  memt>ers  Donald 
R.  Dunner,  Ronald  E.  MynIck  and  William  S. 
Thompson.  It  was  assignee!  the  number  102-8 
by  the  Resolutions  Comrfilttee  to  be  consid- 
ered with,  but  prior  to,  \hf  resolutions  submit- 
ted by  Committee  102. 


the  previous  Section  resolution  of  1987.  But 
102-1  did  pass,  and  It  Is  time  to  ensure  that 
we  have  a  clear  message  from  the  ABA 
consistent  with  the  Section's  view  for  the 
future.  The  1967  resolution  was  discovered 
while  102-1  was  working  Its  way  through  the 
ABA  procedures  for  blanket  authority.  102-1 
was  eventually  ruled  upon  by  Bob  Evans  of 
the  ABA  Governmental  Affairs  Office  as  be- 
ing inconsistent  with  the  1967  position.  Al- 
though the  1967  resolution  Is  historically  and 
contextually  important.  It  Is  something  that 
was  passed  quite  a  long  time  ago,  and  we 
now  have  the  benefit  at  this  time  of  what  the 
Section  did  |usf  a  year  ago. 

Michael  N.  Meller,  New  York,  NY: 
(speaking  in  support)  The  resolution  is  in  a 
sense  a  housekeeping  resolution  to  put  us 
back  where  we  were  a  year  ago,  Indeed  five 
years  ago.  What  it  does  is  to  tell  the  U.S. 
Government  that  we  are  willing  to  offer  our 
first-to-invent  system  if  we  get  beneficial 
results  back  from  the  rest  of  the  world.  If  we 
do  not  pass  this  resolution,  we  have  nothing 
to  say  to  the  rest  of  the  world.  We  might  as 
well  save  our  money  and  not  negotiate  any 
further.  A  large  majority  of  this  Association 
has  repeatedly  agreed  with  this  resolution 
—in  1987  and  in  1991.  Here  we  are  arguing  it 
again.  An  old  resolution  was  found,  which  by 
everything  right  and  just  should  have  been 
under  a  sunset  provision  and  not  brought  up 
before  this  new  generation  of  American  law- 
yers who  want  to  adjust  their  system  to  make 
it  compatible  with  that  of  the  rest  of  the 
world.  We  have  to  deal  with  the  rest  of  the 
world.  We  have  to  be  a  trading  nation.  We 
have  only  one  thing  to  offer,  and  that  is  our 
first-to-invent  system,  provided  we  get  ben- 
eficial results.  I  am  not  in  favor  of  first-to-file 
without  anything.  There  are  some  who  are. 
But  without  first-to-file  we  have  nothing  to 
offer.  Let's  adopt  this  resolution  and  make  it 
an  ABA  position. 
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Senator  DeConcini.  I  suppose  you  are  aware  of  that,  Mr. 
Griswold? 

Mr.  Griswold.  Yes,  I  am. 

Senator  DeConcini.  If  you  are  aware  of  any  other  such  resolu- 
tions, we  would  sure  like  to  file  them  in  the  record. 

Mr.  BUDINGER.  As  I  said,  Senator,  the  section  has  considered  the 
prior  user  right  in  connection  with  a  first  to  file  system,  because 
in  a  first  to  file  system — which  is  what  we  have  in  these  other 
countries  which  have  this,  by  the  way — it  is  almost  necessary  to 
have  a  prior  user  right.  Canada  has  first  to  file  but  does  not  have 
a  prior  user  right,  for  example.  But  it  is  necessary  because  in  the 
first  to  file  system,  the  paper  shufiler  goes  first  and  gets  the  pat- 
ent, and  he  has  the  right  to  enforce  it  against  somebody,  even 
though  that  somebody  might  be  using  it. 

Senator  DeConcini.  I'm  glad  to  have  that  clarification.  However, 
the  resolution  in  1982  is  not  specific  as  to  first  to  file.  So  the  Bar 
Association — certainly,  the  section — has  certainly  changed  its  posi- 
tion from  1968  in  its  1982  resolution,  and  then  again  supported  it 
as  part  of  first  to  file,  and  now  the  council  has  reversed  that  by 
coming  out  in  opposition. 

Thank  you  very  much  for  your  testimony. 

[Whereupon,  at  11:38  a.m.,  the  subcommittee  adjourned,  to  re- 
convene at  the  call  of  the  chair.] 
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Proposed  Legislation  " 


103d  congress 

2d  Session 


S.  2272 


To  amend  clmpter  28  of  title  35,  United  Stjites  Code,  to  pronde  a  defense 
to  patent  infrinpenient  based  on  prior  use  by  certain  persons,  and  for 
other  purjwses. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

July  1  (legislative  day,  June  7),  1994 

Mr.  DeCONCINI  (for  himself  and  Mr.  Biden)  introduced  the  following  bill; 

which  was  read  twice  and  referred  to  the  Committee  on  the  Judieiar>- 


A  BILL 

To  amend  chapter  28  of  title  35,  United  States  Code,  to 
pro\ide  a  defense  to  patent  infringement  based  on  prior 
use  by  certain  persons,  and  for  otlier  purposes. 

1  Ik  it  enacted  by  the  Senate  and  House  of  Repirsenta- 

2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  Tliis  Act  may  be  cited  as  the  "Patent   Prior  User 

5  RiglitsActof  1994". 


(59) 
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1  SEC.   2.    DKFENSE   TO    PATENT   INKUINGEMENT   BASED   ON 

2  PRICK  USE. 

3  (ii)   In   (Jkkeral. — Cliapter  28  of  title  :V),   United 

4  Stati'.s  ('(xlc,  is  anuMidcd  l)y  addiiifj;  at  the  end  tliereol"  tlie 

5  followiiifj:  new  section: 

6  *'§  273.  Rights  based  on  prior  use;  defense  to  infringe- 

7  ment 

8  "(a)  Definitions. — For  purposes  of  this  scotion,  tlie 

9  term — 

10  "(1)    'commercially    used'    means    the    use    in 

1 1  interstate  or  intrastate  commerce,  including  the  use 

12  of  processes,   ecjuipment,   toolinjr,   and   intermediate 

13  materials    in    the    desiofn,    testing   or   production    of 

14  commercial  products  whether  oi-  not  .such  processes, 

15  equipment,   tooiin<x,   and   iiitei'mediati'   materials   are 

16  normally  accessible,  available,  or  othenvi.se  known  to 

17  the  public; 

18  "(2)    'effectixc   and   .serious   jjrepai'ation'    means 

19  that  a  person,  in  the  United  States,  ha.s — 

20  "(A)  reduced  to  ])ractice  the  s\ibject  matter 

21  for  which  riijiits  based  on  prior  use  are  claimed; 

22  and 

23  "(B)  nuide  sei-ious  plans,  and  a  sui)stantial 

24  investment  or  nmch  of  the  investment  nece.ssaiy 

25  for  the  sui)jeet   matter  to  be  conunercially  used; 

26  and 
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1  "(3)  'critical  date'  means  the  filiiip:  date  or  t.lie 

2  priority  (late,  whichever  occurs  first,  of  the  apphca- 

3  tion  foi-  ]>nteiit. 

4  "(b)  Ik  Grnkiiai>. — A  person  shall  not  be  liable  as 

5  an  infringer  under  a  patent  granted  to  another  \v\th  re- 

6  spect  to  any  subject  matter  claimed  in  the  patent  that 

7  such  person  had,  acting  in  good  faith,  commercially  used 

8  in  the  United  States  or  made  effective  and  serious  prepa- 

9  ration  therefor  in  the  United  States,  before  the  critical 

10  date. 

11  "(c)   Limitation  of  Defeksr. — Subject    to  sub- 

12  section  (d),  rifrlits  based  on  prior  use  under  this  section 

13  extend  only  to  the  chiiiiR'tl  invention  that  the  jjcrson  daini- 

14  ing  rights  l)asc(l  on  |)ii()i-  use  was  in  possession  of  prior 

15  to  the  critical  date. 

16  "(d)  Chk'iaix  \'.\i<i.atu)xs  akd  Impkox^emknts  Not 

17  AK  Infkinorment. — The  lights  based  on  ])r'u)v  use  undci- 

18  this  section  shall  include  the  right  to  make  and  use  vai-i- 

19  ations  or  inii)ii)vi'in('iits,  including  variations  in  tiic  (juan- 

20  tity  or  vohnuc  of  such  u.se.  Such  variations  or  iinpi-i)\'e- 

21  ments  may  not  infringe  additional  claims  of  tlie  jialent. 

22  "(e)    QfAlJFlCATIoxs. — (1)    The    rights    based    on 

23  pi'ior  use  undci-  this  .section  are  jK-rsonal  and  shall  not  be 

24  licensed  or  assigned  or  transferred  to  another  except   in 
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1  coiiiiedion  witli  the  assi^iiiiu'iil  or  tiaiisfcr  of  the  entire 

2  business  or  enterprise  to  wliieh  the  riylits  relate. 

3  "(2)  A  person  may  not  elaini  rifijhts  based  on  prior 

4  use  under  this  seetion  if  the  aeti\aty  under  wliich  sueh  per- 

5  son  claims  the  rights  was — 

6  "(A)  based  on  information  obtained  or  derived 

7  from  the  patentee  or  those  in  privity  with  the  pat- 

8  entee;  or 

9  "(B)  abandoned  on  or  after  the  critical  date, 

10  except  that  for  abandoimient  which  occurs  after  the 

11  critical  date,  rights  based  on  prior  use  may  be  used 

12  as  a  defense  to  infringement  for  that  period  of  activ- 

13  ity  which  occurred  (jrior  to  abandonment  if  sucli  ac- 

14  ti\dty  would  othenvisc,  in  tlie  al)sence  of  abandon- 

15  mcnt,  have  been  allowed  under  this  section. 

16  "(3)  The  rights  based  on  i)rior  use  \ui(ler  this  section 

17  are  not  a  geueral  license  under  all  claims  of  the  patent, 

18  but  ai-e  resti-icted  in  scope  to  covei-  only  that  .subject  niat- 

19  ter  claimed  in  the  patent  that  has  been  commercially  used, 

20  or  foi-  which  there  has  been  effective  and  serious  prepara- 

21  tion,  in  the  United  States,  before  the  critical  date. 

22  "(f)  B(;iU)EN  OF  Phook. — In  any  action  in  which  a 

23  person  claims  a  defense  to  infringement  under  this  section 

24  the  burden  of  proof  for  estal)lishing  the  defen.se  shall  be 

25  on  the  ju'i-son  claiiiung  rights  based  on  prior  use.". 
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1  (1))    'I'KCIIXICAI.    AM)    ("()NF()KMlN(i    AMKNDMKNT. — 

2  The  taljlo  of  sections  for  chapter  28  of  title  35,  lliiited 

3  States  Code,  is  amended  l)y  addiiifi  at  tlie  end  tliercof  tlie 

4  foilowinf^: 

"273.  Riglils  bas<'d  on  prir>r  use,  doft'iKsc  to  iiifrmtrpinont". 

5  SEC.  3.  EFFECTIVE  DATE. 

6  The  provisions  of  this  Act  and  the  amendments  made 

7  by  this  Act  sliall  take  effect  on  tlie  date  of  the  enactment 

8  of  this  Act. 

O 
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103d  congress 

2d  Session 


S.2341 


To  amend  chapter  30  of  title  35,  United  States  Code,  to  afford  third  parties 
an  opportunity  for  greater  participation  in  reexamination  proceedings 
before  the  United  States  Patent  and  Trademark  Office,  and  for  other 
purposes. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

July  29  (legislative  day,  July  20),  1994 

Mr.  DeConcIKI  introduced  the  following  bill;  which  was  read  twice  and 
referred  to  the  Committee  on  the  Ju(iiciar\' 


A  BILL 

To  amend  cliapter  30  of  title  35,  United  States  Code,  to 
afford  third  parties  an  opportunity  foi-  <rreater  i)ai-tieipa- 
tion  in  reexamination  proceedings  hefoi-e  the  United 
States  Patent  and  Trademark  Office,  and  for  other 
purposes. 

1  Be  it  cnaded  by  the  Senate  and  House  of  Represent a- 

2  tives  of  the  United  States  ofAm-erica  in  Comjress  asseyyihled, 

3  SECTION  1.  SHORT  TITLE. 

4  Tliis  Act  may  l)e  citrd  as  tlic  "Patent  l^ccxaniination 

5  Hcfonii  Act  of  1  <)!)-!". 
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1  SEC   2.  DEFINITIONS. 

2  Section    100    of   title    35.    United    States    Code,    is 

3  ameTided  by  adding  at  tlie  end  thereof  the  following  new 

4  subsection: 

5  "(e)  The  term  'third-party  requester'  means  a  person 

6  requesting  reexamination  under  section  302  of  this  title 

7  who  is  not  the  patent  owner.". 

8  SEC.  3.  REEXAMINATION  PROCEDURES. 

9  (a)  Request  for  Reexamination. — Section  302  of 
10  title  35,  United  States  C'ode,  is  amended  to  read  as  fol- 

1  1  lows: 

12  "§  302.  Request  for  reexamination 

13  "Any  person  at  any  time  in;iy  file  ii  recjut'st  t'oi-  i-cex- 

14  ainination  by  the  Dft'icc  of  a  |»;itent  on  the  i)asis  of  any 

15  prior  art  cited  under  the  prox'isions  of  section  .'iOl  of  this 

16  title  or  on  the  basis  of  the  requirenients  of  section   112 

17  of  this  title  exce|)t  for  the  best    mode  rc(|nirenicnt .   The 

18  re(piest  must  be  in  writing  and  must  be  accompanied  by 

19  pa^^llent  of  a  reexamination  fee  established  by  the  Com- 

20  inissioner  of  Patents  and  Trademarks  puisuant  to  the  pro- 

21  \isions  of  section   41    of  this  title.   The   re(|uest    must    set 

22  forth  the  pertinency  and   miuiiier  of  applying  cited  pi'ior 

23  art    to  even-  claim   for  which   i-eexaminalion   is   i-e(|uest.ed 

24  or  the  mannei-  in  which  the  i»a1eiit  si)ecil'icatioii  oi-  claims 

25  fail  to  comply  with  the  re(|uirements  of  section   1  12  of  this 

26  title.  I'liless  the  rcMiuesting  peison  is  the  owner  of  the  |)at- 

•S  2.341    IS 


66 


3 

1  ent,  the  Comniissionor  promptly  wnll  send  a  coin-  of  the 

2  request  to  the  owner  of  recorrl  of  th(>  patent.". 

3  (b)  Determination  of  Issue  by  Commissioner. — 

4  Section  303  of  title  35,  United  States  Code,  is  amended 

5  to  read  as  follows: 

6  "§  303.  Determination  of  issue  by  Commissioner 

7  "(a)  Within  three  months  following  the  filing  of  a  re- 

8  quest  for  reexamination  under  the  provisions  of  section 

9  302  of  this  title,  the  Commissioner  will  determine  whether 

10  a  substantial  new  q\iestion  of  patentability  affecting  any 

11  claim  of  the  patent  concerned  is  raised  by  the  n'(|ut'.st, 

12  with  or  without  consideration  of  other  patents  or  jiriiited 

13  publications.  On  his  own  initiative,  and  at  any  time,  llie 

14  Commissioner  may  determine  whether  a  sub.stantial  new 

15  question  of  patentability  is  raised  by  patents  and  i)ublica- 

16  tions  discovered  by  him  oi-  cited  under  the  provisions  of 

17  section  301   of  this  title  or  i)y  the  failure  of  the  jiatcnt 

18  specification  or  claims  to  comply  with  the  requirements  of 

19  section  112  of  this  title  except  for  the  best  mode  require- 

20  ment. 

21  "(b)  A  n'coi'd  of  the  Commissioner's  determiiialion 

22  under  subsection  (a)  of  this  section  will  be  jilaccd  in  the 

23  official  file  of  the  patent,  and  a  copy  promptly  will  be  gi\en 

24  or  mailed  to  the  owner  of  record  of  the  patent  and  to  the 

25  third-party  rcfiuester,  if  any. 
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1  "(c)  A  determination  by  the  Conuiiissioiier  pursuant 

2  to    subsection    (a)    of    this'    section    u-ill    be    fnial    and 

3  nonappealable.  Ujion  a  determination  that  no  substantial 

4  new  question  of  patentability  has  been  raised,  the  Com- 

5  missioner  may  refund  a  portion  of  the  reexamination  fee 

6  required  under  section  302  of  this  title.". 

7  (c)  Reexamination  Order  by  Commissioner. — 

8  Section  304  of  title  35,  United  States  Code,  is  amended 

9  to  read  as  follows: 

10  "§304.  Reexamination  order  by  Commissioner 

11  "If,  in  a  determination  made  under  the  i)roAisions  of 

12  section  303(a)  of  this  title,  the  Conunissioner  llnds  that 

13  a  substantial  now  question  of  patcntabillly  affectiii«r  any 

14  claim  of  a  patent  is  raised,  the  (iclcrmiiiation  will  include 

15  an  onk'r  f'oi-  reexamination  of  the  ))atent  for  resolution  of 

16  the  (lUfstion.  The  order  may  be  acc()mi)aiii('(l  by  the  initial 

17  Office  action  on  the  merits  of  the  reexamination  conducted 

18  in  accoi'dance  with  section  305  of  this  title.". 

19  (d)  Conduct  op  Reexamination  Proceedings. — 

20  Section  305  of  title  35,  United  States  Code,  is  amended 

21  to  read  as  follows: 

22  "§305.  Conduct  of  reexamination  proceedings 

23  "(a)  Siibject  to  subsection  (b)  of  this  section,  reexam- 

24  illation  will  be  conducted  accordiii}^  to  the  procedures  es- 

25  tablishrd   for  initial  examination  iiiidci-  the  pronsions  of 
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1  sections  132  and  133  of  this  title.  In  any  rwxaniination 

2  proceeding  under  this  chapter,  the  patent  owner  will  he 

3  i)erniitted  to  propose  any  amendment  to  the  j)atent  and 

4  a  new  claim  or  claims  thereto  in  response  to  a  decision 

5  adverse  to  the  patentability  of  a  claim  of  a  patent.  No 

6  proposed  amended  or  new  claim  enlarging  the  scope  of  the 

7  claims  of  the  patent  will  be  permitted  in  a  reexamination 

8  proceeding  under  this  chapter. 

9  "(b)(1)  This  subsection  shall  apply  to  any  reexamina- 

10  tion  proceeding  in  wliich  the  order  for  reexamination  is 

1 1  leased  upon  a  tliird-party  reexamination  request. 

12  "(2)  Any  document  (other  tban  tlie  reexamination  re- 

13  quest)  filed  in  a  reexamination  proceeding  by  either  the 

14  patent  owner  or  the  third-party  requester  shall  be  sen-ed 

15  on  any  other  party. 

16  "(3)(A)  If  the  patent  owner  files  a  respon.se  to  any 

17  (Office  action  on  the  merits,  the  third-jiai-ty  ivqucstei-  may 

18  once  file  written  comments  within  a  reasonable  period.  At 

19  a  minimum,  such  comments  may  be  filed  witliin  1  month 

20  after  the  date  of  senice  of  the  patent  owner's  response. 

21  "(B)  {V)inmcnts  filed  under  this  i)aragrapli  shall  be 

22  limited  to  issues  covered  by  the  Office  action  or  the  jiaten! 

23  (nnier's  response. 

24  "(c)  Unless  otherwise  provided  by  the  Commissioner 

25  for  good  cause,  all  reexamination  proceedings  under  this 
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1  section,  including:  any  appeal  to  the  Board  of  Patent  Ap- 

2  peals  and  Interferences.  vnW  be  conducted  with  special  dis- 

3  patch  within  the  Office.". 

4  (e)  Appeal. — Section  306  of  title  35,  United  States 

5  Code,  is  amended  to  read  as  follows: 

6  "§306.  Appeal 

7  "(a)  The  patent  owner  involved  in  a  reexamination 

8  proceeding  under  this  chapter  may — 

9  "(1)  appeal  under  the  pro\'isions  of  section  134 

10  of  this  title,  and  may  apj)eal  under  the  pro\asions  of 

11  sections  141  through  144  of  this  title,  witli  respect 

12  to  any  decision  adverse  to  the  patentability  of  any 

13  original  or  i)i-()j)()sed  amended  or  new  claim  of  the 

14  patent;  or 

15  "(2)  be  a  party  to  any  appeal  taken  by  a  third- 

16  party  nHiucstci-  undei-  subsection  (1))  of  this  section. 

17  "(b)  A  tliii'd-pafly  re(|uestcr  may — 

18  ''(1)  appeal  under  the  provisions  of  section  134 

19  of  tliis  title,  and  may  aj)peal  under  the  proxisions  of 

20  sections   141   tlirough   144  of  this  title,  with  resi)ect 

21  to  any  fmal  decision  favorat)le  to  the  patentabibty  of 

22  any  oiiginal  or  i)n)j)o.sed  amended  or  new  claim  of 

23  the  patent;  or 

24  "(2)  be  a  |)arty  to  any  appeal  taken  l)y  the  pat- 

25  ent  owner,  subject   to  sui)section  (c)  of  this  section. 
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1  "(c)  A  tliird-i>arty  roqiiestcr  who  files  a  notice  of  ap- 

2  peal  or  who  particijiates  as  a  party  to  an  appeal  by  tlu; 

3  patent  o^\^ler  under  the  provisions  of  sections  141  thronf2:h 

4  144  of  tliis  title  is  estopped  from  later  asserting,  in  any 

5  forum,  the  invalidity  of  any  claim  determined  to  be  patent- 

6  able  on  appeal  on  any  ground  which  the  third-party  re- 

7  quester  raised  or  could  have  raised  during  the  reexamina- 

8  tion  proceedings.  A  third-party  requester  is  deemed  not 

9  to  have  participated  as  a  party  to  an  appeal  by  the  patent 

10  o\mer  unless,  within  twenty  days  aftei*  the  jiateiit  owner 

1 1  has  filed  notice  of  appeal,  the  third-party  requester  files 

12  notice  with  the  Conmiissioner  electing  to  participate.". 

13  (f)  Kkkx.aminatiox  Proiiii^itkd. — (1)  Chai)t("r  lU) 

14  of  title  35,  United  States  Code,  is  amended  l)y  adding  the 

15  following  section  at  the  end  tliei'cof 

16  "§308.  Reexamination  prohibited 

17  "(a)   Xotwithstaiuling  any  pro\'ision  of  this  chapter, 

18  once  an  order  for  reexamination  of  a  patent  has  been  is- 

19  sued  under  section  304  of  this  title,  neither  the  ])atent 

20  owner  nor  the  thinl-party  requester,  if  any,  nor  jii-ivics  of 

21  either,   may  file  a   siibseciuent    rcfiuest   foi-  reexaniinatioii 

22  of  the  i)at(Mit   until   a   reexamination   (•(Miificatc  is  issued 

23  and  publislicd  under  section  307  of  this  title,  unless  au- 

24  thoi"i/,ed  bv  the  ( "ommissioner. 
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1  "(b)  Once  a  final  decision  has  been  entered  apuiist 

2  a  jiarty  in  a  civil  action  arising  in  whole  or  in  pail  under 

3  section  1338  of  title  28  that  the  party  has  not  sustained 

4  its  burden  of  proving  the  invalidity  of  any  patent  claim 

5  in  suit,  then  neither  that  party  nor  its  privies  may  there- 

6  after  request  reexamination  of  any  such  patent  claim  on 

7  the  basis  of  issues  which  that  party  or  its  privies  raised 

8  or  could  have  raised  in  such  civil  action,  and  a  reexamina- 

9  tion  requested  by  that  party  or  its  privnes  on  the  basis 

10  of  such  issues  may  not  thereafter  be  maintained  by  the 

1 1  Office,  notwithstanding'  any  proxnsion  of  this  chapter.". 

12  CI)  The  table  of  sections  for  eliapler  30  of  title  3;'). 

13  I'nitcd  Stales  (,'ode,  is  aiiiriuicd  l)y  adding'  tlic  fi)!l(»\vin«: 

14  at  tlie  end  thereof: 

"308.   liooxaitiitialinii  iJioliiUilcd  ". 
1  5     SEC.  4.  CONFORMING  AMENDMENTS. 

16  (a)    Hoard    of    P.\'ik\t    Appk.m.s    .wd    Ixi-kk- 

17  FKKKN'CE.s. — The  fu'st  sentence  of  section  7(1))  of  title  3."). 

18  United  States  Code,  is  amended  to  read  as  follows:  "The 

19  Hoard  of  I'atent  Ai)peals  and  Interferences  shall,  on  writ- 

20  ten  a])peal  of  an  apj)lican1,  or  a  ])atent  owner  or  a  tliii'd 

21  |)arty  re(|uester  in  a  reexamination  proceeding',  i-eview  ad 

22  vei'se  decisions  ol' examiners  ui)on  ai>plicat ions  for  patent- 

23  and  decisions  of  examiners  in  reexamination  |)roceedin<rs. 

24  and  sli;ill  detei-mine  pi'iority  ;iiid  i);itental)ility  of  inventim 

•  s  •z:i4\  IS 
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1  in    intorforonccs   declaird    uiuler   section    135(a)    of   tliis 

2  title.". 

3  (b)    Patent    Fe?:8;    Patent    and    Trademark 

4  Search  Systems. — Section  41(a)(7)  of  title  35,  United 

5  States  Code,  is  amended  by  inserting  "or  for  an  uninten- 

6  tionally  delayed  response  by  the  patent  owner  in  a  re-ex- 

7  amination  proceeding,"  after  "issuing  each  patent,". 

8  (c)  Appeal  to  the  Board  of  Patent  Appeals 

9  AND  Interferences. — Section  134  of  title  35,  United 
10  States  Code,  is  amended  to  read  as  follows: 

1  1  "§  134.  Appeal  to  the  Board  of  Patent  Appeals   and 

1 2  Interferences 

13  "(a)  All  applicant  for  a  patent,  any  of  whose  claims 

14  has  been  twice  rejected,  may  appeal  from  the  decision  of 

15  the  i)i-imai-y  examinei-  to  the  l^oai-d  of  Patent  Appeals  and 

16  Interfci'ciict's,  ha\ing  once  paid  the  fee  for  such  ajjpeal. 

17  "(b)  A  patent  owner  in  a  reexamination  proceeding 

18  may  appeal  from  the  final  rejection  of  any  claim  by  the 

19  primal-}-  examiner  to  the  Board  of  Patent  Appeals  and 

20  Interferences,  having  once  paid  the  fee  for  such  ajipeal. 

21  "(c)  A  third-party  rciiucster  may  appeal  to  the  Board 

22  of  Patent  Ai)peals  and  Interferences  from  the  final  deci- 

23  sion  of  the  primar}'  examiner  favorable  to  the  patentability 

24  of  any  oi-iginal  or  proposed  amended  or  new  claim  of  a 

25  patent,  having  once  paid  the  fee  \\)v  such  apjx'al.". 

•s  rwi  IS 
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1  (d)  Appeal  to  Court  of  Ai>peat.s  for  the  Fed- 

2  EiiAL  CmrriT.— Section   141   of  title  35,  United  States 

3  Code,  is  amended  by  amending  the  first  sentence  to  read 

4  as  follows:  "All  applicant,  a  patent  owTier  or  a  third-party 

5  requester,  dissatisfied  with  the  final  decision  in  an  appeal 

6  to  the  Board  of  Patent  Appeals  and  Interferences  under 

7  section  134  of  this  title,  may  appeal  the  decision  to  the 

8  United  States  Court  of  Appeals  for  the  Federal  Circuit.". 

9  (e)  Proceedings  on  Appeal. — Section  143  of  title 

10  35,  United  States  Code,  is  amended  by  amendiii":  the  third 

1 1  sentence  to  read  as  follows:  "In  ex  ])arte  and  reexamina- 

12  tion  cases,  the  Commissioner  shall  submit  to  tlic  court  in 

13  writinf,'  the  ^Tounds  for  the  decision  of  the  I'ali'ut    ;iiul 

14  Trademark  Office,  addressing  all  the  issues  invoiwd  in  tlie 

15  appeal.". 

1 6  SEC.  5.  EFFECTIVE  DATES. 

17  (a)  Ix  (lENEl-LAL. — Sections  2  and  4  and  suhsections 

18  (a),  (b),  (c),  (d),  and  (e)  of  section  3  of  this  Act  shall 

19  take  effect  six  months  after  the  date  of  enactment  of  this 

20  Act  and  shall  ai)i)ly  to  all  reexamination  requests  filed  on 

21  or  after  such  effective  date. 

22  (b)    Reexamination    Prohihitiox    Provision-. — 

23  Section  1  and  subsections  (f)  and  (g)  of  section  3  of  this 

24  Act  shall  take  effect  on  the  date  of  enactment  of  this  Act. 

O 

•s  2.^4l  18 


74 

Additional  Submissions  for  the  Record 


American  Bar  Association, 
Section  of  Intellectual  Property  Law, 

Chicago,  IL,  August  18,  1994. 
Hon.  Dennis  DeConcini, 
Chairman,  Judicial  Subcommittee  on 
Patents,  Copyrights  and  Trademarks, 
U.S.  Senate,  Hart  Senate  Office  Building, 
Washington,  DC. 

Dear  Senator  DeConcini:  We  wish  to  place  of  record  the  position  of  the  Amer- 
ican Bar  Association  ("ABA")  in  opposition  to  S.  2272,  the  Patent  Prior  User  Rights 
Act  of  1994,  a  bill  which  is  inconsistent  with  the  present  United  States  patent  sys- 
tem which  rewards  those  who  are  first  to  invent.  The  bill  would  reward  and  give 
priority  to  trade  secret  users  at  the  expense  of  prior  inventors,  particularly  those 
who  cannot  afford  to  file  patent  applications  or  speculation.  Absolving  prior  users 
who  are  not  prior  inventors  from  patent  infringement,  would  make  patent  rights 
more  uncertain  and  less  valuable. 

The  ABA  is  a  voluntary,  national  membership  organization  of  the  legal  profession. 
The  more  than  360,000  members  of  the  ABA  come  from  every  state  and  territory 
and  the  District  of  Columbia.  The  Section  of  Intellectual  Property  Law  ("Section' ) 
of  the  ABA  includes  over  13,000  ABA  members  interested  and  having  expertise  in 
Intellectual  Property  Law.  Over  a  period  of  many  years,  the  ABA  and  the  Section 
have  contributed  to  the  development  of  a  system  for  protection  of  intellectual  prop- 
erty and  thereby  advance  the  technological  development  of  our  nation.  Many  mem- 
bers of  the  Section  practice  in  the  field  of  patent  law,  representing  patent  owners 
and  other  persons  in  businesses  affected  by  patents. 

The  ABA  believes  that  the  issues  presented  in  S.  2272  are  of  significant  impor- 
tance to  the  patent  system  and  to  the  technologicad  development  of  our  nation.  The 
following  resolution  sets  forth  the  existing  policy  of  the  ABA: 

RESOLVED  that  the  American  Bar  Association  disapproves  in  principle 
changing  the  present  law  to  give  a  party  the  right  to  continue  the  practice 
of  an  invention  in  the  United  States  if  he  had  begun  commercial  manufac- 
ture, or  sale  in  the  United  States,  or  had  made  substantial  preparation  for 
the  practice  of  the  invention  in  the  United  States  prior  to  the  earlier  of  the 
patentee's  effective  filing  date  or  first  public  disclosure  *  *  * 

That  policy  has  been  in  existence  since  1968,  and  on  August  5,  1994,  the  Section 
reaffirmed  its  support  for  the  ABA  policy  by  adopting  a  resolution  which  "opposes 
in  principle  grantmg  prior  user  rights  to  a  person  who  has  used  the  invention  as 
a  trade  secret  in  a  way  so  as  to  have  suppressed  or  concealed  the  invention  under 
§  102(g),  Title  35  USC,  and  specifically  opposes  S.  2272  *  *  *  in  its  current  form 
or  equivalent  legislation." 

The  United  States  patent  system  is  a  first-to-invent  system  and  prior  user  rights 
of  the  type  provided  in  S.  2272  are  totally  inconsistent  with  that  type  of  a  system. 
While  pnor  user  rights  are  widely  recognized  throughout  the  world,  they  are  only 
recognized  in  conjunction  with  first-to-file  patent  systems.  In  a  first-to-file  system, 
the  only  "critical  date"  is  the  filing  date.  In  this  country,  under  a  first-to-invent  sys- 
tem, the  "critical  date"  is  the  invention  date,  a  date  not  mentioned  or  recogriized  in 
S.  2272.  That  bill,  if  enacted,  would  not  benefit  prior  inventors.  Rather  it  would 
erode  the  rights  of  first  inventors  and  detract  from  the  value  of  patents  by  reward- 
ing trade  secret  users  and  those  who  can  afford  to  file  early  on  speculation.  The  bill 
recognizes  only  two  events,  (1)  the  effective  filing  date,  and  (2)  commercial  use  or 
preparation.  It  thus  rewards  those  who  can  afford  to  be  either  early  filers  or  early 
trade  secret  users  at  the  expense  of  those  who  cannot  afford  either.  In  the  United 
States,  most  inventions  are  made  by  independent  inventors  and  employees  of  small 
companies.  When  an  invention  is  made  by  an  independent  inventor  or  an  employee 
of  a  small  or  medium  size  company,  before  spending  money  to  file  a  patent  applica- 
tion, most  want  to  find  out  (1)  whether  the  invention  will  work,  (2)  whether  the  in- 
vention can  be  improved  upon,  and  (3)  whether  the  invention  is  of  commercial  value. 
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Until  these  matters  can  be  determined,  the  company's  exclusive  rights  are  protected 
by  our  first-to-invent  patent  system.  S.  2272  would  take  those  rights  away,  at  least 
to  the  extent  that  another  company  comes  in  and  proceeds  to  commercialize,  or 
make  plans  to  commercialize  the  invention.  Indeed,  under  the  provisions  of  S.  2272, 
the  first  inventor  could  have  invented  and  even  commercially  used  his  invention  but 
would  not  be  able  to  prevent  the  infringement  by  another  company  who,  without 
derivation,  began  commercialization  after  the  first  inventor's  invention  date,  and 
perhaps  after  commerciaUzation  by  the  first  inventor,  but  before  the  first  inventor 
files  his  patent  application.  S.  2272  by  placing  an  undue  premium  on  early  patent 
filing  or  early  commercial  use  (or  preparation  for  use)  in  effect  tells  inventors  that 
whether  they  can  afford  it  or  not  they  had  better  act  as  if  they  were  operating  under 
a  first-to-file  patent  system,  even  though  the  present  United  States  patent  system 
is  a  first-to-invent  system.  This  type  of  prior  user  right  which  fails  to  recognize  a 
first  inventor's  rights  is  incompatible  and  even  antagonistic  to  our  present  first-to- 
invent  system  which  protects  individual  inventors  and  small  to  medium  size  compa- 
nies. 

Large  companies  with  substantial  patent  portfohos  in  first-to-file  foreign  countries 
already  consider  themselves  to  be  operating  under  a  first-to-file  system,  and  a  first- 
to-file  system  clearly  favors  big  companies  with  deep  pockets  who  can  more  quickly 
determine  the  value  of  an  invention  or  who  can  most  afford  to  file  on  speculation. 
Small  companies  can't  do  that,  and  independent  inventors  have  to  find  prospective 
users  before  they  can  afford  to  file  on  their  inventions.  Since  S.  2272  favors  only 
those  who  are  earliest  to  file  or  earUest  to  commercialize,  it  favors  large  companies 
and  gives  those  companies  even  greater  advantage  over  their  smaller  competitors. 
It  is,  thus,  understandable  that  large  companies  support  S.  2272  and  even  support 
a  first-to-file  system,  regardless  of  whether  it  comes  with  any  concessions  from  for- 
eign countries.  If  the  United  States  is  ultimately  to  adopt  a  first-to-file  system,  it 
should  be  with  substantial  concessions  from  foreign  countries,  and  if  we,  by  provid- 
ing an  undue  premium  on  early  filing  and  thereby  in  effect  place  the  United  States 
on  a  first-to-file  system  with  a  bill  such  as  S.  2272,  we  are  giving  away  the  biggest 
and  best  bargaining  chip  the  United  States  has. 

Mention  should  be  made  of  a  1982  Section  resolution  which  favored,  in  principle, 
legislation  providing  an  in  personam  right,  or  right  of  prior  public  user,  to  the  first 
inventor  who  elects  to  keep  his  invention  a  trade  secret,  and  further  provides  that 
the  patent  on  the  same  invention,  which  was  independently  discovered  by  a  subse- 
quent inventor,  shall  not  be  held  invalid  based  upon  the  trade  secret  public  use  of 
the  first  inventor.  In  1982,  the  membership  of  the  Section  was  not  told  of  the  prior 
resolution  of  the  ABA.  Moreover,  that  1982  resolution  was  directed  to  legislation 
which  provided  an  in  personam  right  to  the  first  inventor  who  commercialized,  not 
just  a  right  to  anyone  who  came  along  to  commercialize  the  invention,  as  S.  2272 
would  do.  In  other  words,  the  1982  resolution  of  the  Section  recognized  and  ex- 
panded the  first  inventor's  rights;  it  did  not  give  rights  to  others  who  may  have 
begun  commercialization  before  the  inventor  filed  his  application.  That  resolution 
was  completely  consistent  with  our  first-to-invent  patent  system.  The  1968  resolu- 
tion of  the  ABA  specifically  opposes  legislation,  such  as  S.  2272,  which  only  recog- 
nizes either  the  effective  filing  date  of  the  patentee  or  the  commercial  use  or  prepa- 
ration by  the  infringer.  In  contrast,  the  1982  resolution  of  the  Section  recognizes 
only  the  prior  inventor  who  is  a  prior  public  user.  That  1982  resolution,  by  recogniz- 
ing first  inventor's  fights,  is  totally  consistent  with  a  first-to-invent  patent  system 
and  has  nothing  to  do  with  the  provision  of  S.  2272  under  which  first  inventor's 
rights  are  ignored  and  only  the  effective  filing  date  of  the  patentee  and  the  date 
of  commercial  use  of  the  infringer  are  important. 

S.  2272  would  make  patent  litigation  more  expensive  by  opening  up  a  whole  new 
defense  to  patent  infringement,  and  it  would  make  patent  filing  more  expensive  by 
placing  a  premium  on  including  in  the  application  additionad  claims  of  varying  scope 
in  an  effort  to  limit  the  right  of  the  prior  user  to  make  later  improvements  and  vari- 
ations under  the  protective  umbrella  of  the  rights  given  under  S.  2272. 

S.  2272  would,  in  effect,  turn  our  present  first-to-invent  system  on  its  ear.  It  is 
totally  inconsistent  with  a  first-to-invent  system.  The  ABA  policy  adopted  in  1968, 
and  reiterated  by  the  Section  in  1994,  clearly  opposes  this  type  of  legislation,  which 
would  do  significant  damage  to  the  U.S.  patent  system. 
Sincerely, 

Thomas  E.  Smith, 

Chair. 
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Banner,  Birch,  McKie  &  Beckett, 

Washington,  DC,  August  16,  1994. 
Hon.  Dennis  DeConcini, 
Chairman,  Judicial  Subcommittee  on 
Patents,  Copyrights  and  Trademarks, 
U.S.  Senate,  Hart  Senate  Office  Building, 
Washington,  DC. 

Dear  Senator  DeConcini:  This  letter  relates  to  the  hearing  held  August  9,  1994 
on  the  Patent  Prior  User  Rights  Acts  of  1994,  S.  2272.  At  the  conclusion  of  that 
hearing  you  will  recall  that  you  questioned  my  statement  that  universities  had  not 
endorsed  that  legislation,  and  you  indicated  your  belief  that  the  Association  of  Uni- 
versity Technology  Managers  (AUTM),  representing  the  universities  of  this  country, 
had  endorsed  it. 

On  the  following  day,  I  received  a  copy  of  a  letter  to  you  dated  August  10,  1994 
frovj)  William  Hostetler,  President  of  the  Association  of  University  Technology  Man- 
agei's.  Mr.  Hostetler,  in  his  opening  paragraph  of  that  letter,  said  "It  has  come  to 
ii\y  attention  that,  during  the  August  9,  1994  Senate  hearing  on  Prior  User  Rights 
Ltgis.'ation,  the  impression  was  given  that  the  Association  of  University  Technology 
Managers  (AUTM)  and.  Universities  endorse  the  Prior  User  Rights  Legislation 
being  proposed."  He  indicated  that  his  organization  "consists  of  individual  member- 
shiLs  not  institutional  memberships.  AUTM's  position  is  not  necessarily  the  position 
of  the  majority  of  the  United  State's  Universities." 

He  concluded  his  letter  with  the  statement  that:  "I  would  appreciate  your  setting 
the  record  stradght  if  the  impression  was  given  that  AUTM  endorses  the  Prior  User 
Rights  Legislation.  We  do  not  endorse  it." 

I  have  also  received  a  copy  of  a  letter  dated  August  10,  1994  to  you  from  the  Pur- 
due Research  Foundation.  That  letter  also  refers  to  the  impression  given  at  the  Au- 
gust 9,  1994  hearing  that  AUTM  and  U.S.  universities  endorse  the  prior  user  rights 
legislation.  The  Purdue  Research  Foundation  letter,  written  by  Teri  F.  Willey, 
states:  "I  am  a  university  licensing  professional  and  an  AUTM  Board  of  Trustees 
member  and  I  clearly  do  not  endorse  this  bill.  It  is  my  view  that  there  should  not 
be  any  form  of  Prior  User  Rights."  The  letter  concludes  with  the  statement:  "Accord- 
ingly, for  the  record,  please  know  that  I  do  not  endorse  the  Prior  User  Rights  legis- 
lation and  believe  that  it  is  detrimental  to  the  effort  of  commercializing  federal 
funded  research  results." 

Copies  of  both  of  those  letters  are  attached.  I  believe  they  affirm  the  accuracy  of 
my  statement  at  the  August  9th  hearing. 

Near  the  conclusion  of  those  hearings,  there  was  a  suggestion  by  a  member  of  the 
panel  that  the  Section  of  Patent,  Trademark  and  Copyright  Law  of  the  American 
Bar  Association  had  approved  a  resolution  in  1982  contrary  to  the  1968  resolution 
of  the  House  of  Delegates  of  the  American  Bar  Association,  which  broadly  opposed 
prior  user  rights  of  the  type  which  would  be  created  by  S.  2272. 

The  1982  resolution,  in  pertinent  part,  states  that  "the  Section  favors  in  principle 
legislation  providing  an  in  personam  right  or  right  of  prior  public  user  to  the  first 
inventor  who  elects  to  keep  his  invention  a  trade  secret"*  *  *  Therefore,  while  the 
1968  resolution  of  the  American  Bar  Association  opposed  changing  the  law  to  give 
a  party  (such  as  3M  or  IBM)  prior  user  rights,  the  1982  resolution  favors  only  a 
personal  right  to  a  first  inventor.  I  attended  the  1982  Section  meeting  and  voted  in 
favor  of  that  Resolution  because  of  its  extremely  limited  nature.  Any  patent  attor- 
ney worth  his  salt  knows  that  in  the  United  States  an  inventor  is  an  individual, 
not  a  corporation.  Any  suggestion,  therefore,  that  the  1982  Section  resolution  ap- 
proved prior  user  rights  broadly,  in  favor  of  corporations  such  as  3M  or  IBM  and 
contrary  to  the  1968  ABA  resolution,  is  fatuous  at  best. 

I  respectfully  request  that  this  letter  and  its  attachments  be  included  in  the 
record  of  the  August  9,  1994  hearings  concerning  the  "Patent  Prior  User  Rights  Acts 
of  1994". 

Very  truly  yours, 

Donald  W.  Banner. 
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Association  of  University  Technology  Managers,  Inc., 

Director  of  Technology  Transfer, 

Corvallis,  OR,  August  10,  1994. 

Senator  Dennis  DeConcini, 
Hart  Senate  Office  Building, 
Washington,  DC. 

Dear  Senator  DeConcini:  It  has  come  to  my  attention  that,  during  the  August 
9,  1994,  Senate  hearing  on  Prior  User  Rights  Legislation,  the  impression  was  given 
that  the  Association  of  University  Technology  Managers  (AUTM)  and  Universities 
endorse  the  Prior  User  Rights  Legislation  being  proposed. 

AUTM  does  not  endorse  this  bill.  We  have  agreed  not  to  actively  oppose  the  bill 
in  its  current  form.  This  position  was  taken  with  the  understanding  that  you  will 
withdraw  the  bill  from  consideration  if  it  becomes  controversial  and  gets  changed. 

Enclosed  you  will  find  a  copy  of  my  June  5,  1994,  letter  to  AUTM  members  in- 
forming them  of  AUTM's  stance,  not  to  actively  oppose  the  bill.  You  will  also  note 
that  the  letter  states  that  we  would  rather  not  have  any  form  of  Prior  User  rights. 

The  decision  not  to  actively  oppose  the  current  Prior  User  Rights  Legislation  is 
simply  a  position  taken  by  our  organization  which  consists  of  individual  member- 
ships not  institutional  memberships.  AUTM's  position  is  not  necessarily  the  position 
of  the  majority  of  United  States  Universities. 

I  would  appreciate  your  setting  the  record  straight  if  the  impression  was  given 
that  AUTM  endorses  the  Prior  User  Rights  Legislation.  We  do  not  endorse  it. 
Sincerely, 

William  Hostetler, 

President. 


Purdue  Research  Foundation, 
Office  of  Technology  Transfer, 
West  Lafayette,  IN,  August  10,  1994. 

Senator  Dennis  DeConcini, 
Hart  Senate  Office  Building, 
Washington,  DC. 

Dear  Senator  DeConcini:  It  has  come  to  my  attention  that,  during  the  Au^st 
9,  1994  Senate  hearing  on  Prior  User  Rights  legislation,  the  impression  was  given 
that  the  Association  of  University  Technology  Managers  (AUTM),  and  U.S.  Univer- 
sities in  general,  endorse  the  Prior  User  Rights  legislation  being  proposed. 

I  am  a  university  licensing  professional  and  an  AUTM  Board  of  Trustees  member 
and  I  clearly  do  not  endorse  this  bill.  It  is  my  view  that  there  should  not  be  any 
form  of  Prior  User  Rights. 

It  is  my  duty  as  a  university  licensing  professional  to  see  that  commercially  im- 
portant, university  research  results  are  made  available  to  the  public.  One  tool  I  use 
is  the  university-industry  license  agreement  Prior  User  Rights  discourages  this  type 
of  commercialization  arrangement. 

Accordingly,  for  the  record,  please  know  that  I  do  not  endorse  the  Prior  User 
Rights  legislation  and  believe  it  is  detrimental  to  the  effort  of  commercializing  fed- 
eral funded  research  results. 
Respectfully, 

Teri  F.  Willey. 
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